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S CHINA RACKED up an impressive record of economic growth 
A over the last 30 years, a myth sprouted that Beijing had invent- 

ed a new model for eradicating poverty from the developing 
world. While other East Asian “miracles” also experienced their own 
adolescent growth spurts, China was remarkable for the way in which it 
compressed social and economic change into such a short period, while 
at the same time the Communist Party fended off demands for political 
reform. Especially in the last decade, the technocrats dazzled the world 
by always managing to bring growth in above target. 

Now we are learning that the growth, while not exactly a mirage, was 
unsustainable. As Michael Pettis writes in this issue, in hindsight the 
decade from 1998-2008 looks more like an aberration than the dawn- 
ing of a new era. After the 1997 crisis, Asian governments responded 
by accumulating ever larger foreign-exchange reserves. This fueled a 
global expansion of liquidity that led to self-reinforcing trends of rising 
investment in Asia and rising consumption in the U.S. 

Stephen Green analyzes China’s predicament and finds that it is much 
worse than the official statistics would suggest. Various proxy indica- 
tors show the economy has fallen off a cliff. Growth in the next year will 
be well below the level needed to keep mass unemployment at bay. 

The point here is not to assign blame, although there are lessons here 
for policy makers. The immediate priority is what to do now. And Mr. 
Pettis warns that the bulk of the readjustment is going to fall on China, 
much as it did on the U.S. in the 1930s. Either domestic demand will pick 
up to absorb the overcapacity or production will drop. 

It is in everybody’s interest to lessen the impact of this transition and 
avoid a repeat of the spiraling protectionism of the 1930s. Razeen Sally, 
Fredrik Erixon and Greg Rushford describe the mounting temptation 
in Asia and the West to go down that road. 

A solution will require a more flexible response than we have seen so 
far from the Hu administration, which as Willy Lam describes seems 
to be hunkering down with Maoist rhetoric and measures to turn back 
the clock on already circumscribed civil liberties. 

There is still time to do as Mr. Pettis suggests—strike a grand bargain 
with the U.S. and Eu that gives China a couple years’ breathing room, 
in return for a package of reforms aimed at a long-term rebalancing of 
the economy. Sure, the chances of this happening are small. But the 
China model is already finished. The question is whether the country 
can avoid a decade of lost growth and social unrest. 
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LETTERS 





Not Rough Justice 


REGARDING JULIAN BAUM’S December es- 
say “Taiwan Democracy’s Latest Growing 
Pains,” it should be understood that sever- 
al of the arrests of opposition party figures 
were made in connection with investiga- 
tions that began while the Democratic 
Progressive Party was still the ruling par- 
ty. While prosecutors stated in 2006 that 
former President Chen Shui-bian was im- 
plicated along with former first lady Wu 
Shu-jen in embezzlement and fraud, only 
the first lady was indicted at the time be- 
cause President Chen was constitutional- 
ly immune to prosecution. Hence, current 
prosecutorial actions involving him are, in 
part, simply a continuation of a temporarily 
suspended process. 

Data from our Ministry of Justice does 
not reveal any singling out of ppp politi- 
cians for prosecution within a multiyear 
timeframe, or even within a relatively 
short period. Since the first transfer of po- 
litical power in 2000, for example, among 
the 75 legislators, ministers, magistrates 
or mayors investigated or indicted for 
corruption or related crimes by prosecu- 
tors, 32 were politicians in the “pan-blue” 
camp. Moreover, of the six legislators 
who have been the subject of prosecuto- 
rial and judicial action since the legislative 
election in January of last year, five are 
Kuomintang members, one is an indepen- 
dent, and none are ppp members. Further, 
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the Special Investigation Division of the Su- 
preme Prosecutors’ Office was established 
during President Chen’s term of office, and 
Mr. Chen appointed the prosecutor-general 
who oversees the prosecutors. 

Take the case of Shieh Ching-jyh, for- 
mer deputy minister of the National Sci- 
ence Council, for example. As indicated in 
Mr. Baum’s article, Dr. Shieh was investi- 
gated and indicted for favoritism in award- 
ing an engineering contract in December 
2006 under the ppp administration, and 
was found innocent by the Taipei District 
Court on July 30, 2008, after the KMT came 
to power. This demonstrates that justice 
has not been politicized here in Taiwan. 

Mr. Baum also questions the slowness of 
the embezzlement case against the former 
first lady. The cause of the delay is that she 
has appeared in court only once and has re- 
peatedly—17 times in two years—requested 
leaves of absence from court hearings for 
health reasons. 

Concerning prosecutorial procedures, it 
should be noted that under Taiwan law, the 
decision on whether to detain suspects be- 
fore trial is made by a panel of three judges, 
before whom the suspect is brought within 
24 hours of arrest. Mr. Baum’s claim that 
“10 professional and civil service person- 
nel were detained without warrants for up 
to four months, as permitted under Taiwan 
law” is obviously groundless. Our Code of 
Criminal Procedure explicitly requires con- 
fidentiality of investigations, and informa- 
tion relating to ongoing investigation can 
be disclosed only by spokespersons of pros- 
ecutors’ offices. 

Su Jun-pin 

Minister 

Government Information Office 
Republic of China (Taiwan) 
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China’s Great 
Demand Challenge 


There is no escaping the fact that the global financial crisis re- 


quires China to radically expand its domestic demand or else cut 


production. But the world can help to cushion the adjustment. 


by Michael Pettis 


OR THE PAST 10 years, the 
global balance of payments 
has been dominated by the 
trade and investment rela- 
tionship between two coun- 
tries, China and the United States. This 
relationship is now undergoing a major 
shift; to the extent that their economic pol- 
icies do not accommodate this shift, they 
are likely to fail, in much the same way that 
economic policy failed in the 1930s. The 
consequence for the world, and especially 
for China, could be terrible. 

China runs a massive trade surplus with 
the U.S, and, in recycling this surplus, a cor- 
respondingly large capital-account deficit. 
This recycling has been the main source of 
the global liquidity that has engulfed the 
world recently, as well as a constraining 
factor in the global balance of payments. It 
is impossible for either country to adjust 
any part of the balance without a major 
counterbalancing adjustment from the oth- 
er, but it is far from clear that policy makers 
on either side, especially in China, have a 
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clear grasp of the issue. The result is likely 
to be a steep drop in global growth, much 
of it borne by China, and possibly even a 
collapse in global trade. 

Other countries have played a role in 
this imbalance, of course, but with a few 
important exceptions they have fallen 
broadly into two camps whose character- 
istics are typified either by China or the 
U.S. One set of countries, like the U.S., has 
had booming domestic consumption and 
high and rising trade deficits. Their highly 
sophisticated financial systems intermedi- 
ated the surge in underlying liquidity into 
the consumer loans that permitted the 
consumption binge. The second set of 
countries, like China, have excessively 
high savings and domestic investment 
rates, resulting in a huge and rising sur- 
plus of production over consumption, the 
balance of which is exported abroad. 
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«mo Mr, Pettis is a finance professor at Peking 
University and the author of The Volatility Ma- 
chine (Oxford University Press, 2001). 
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Until recently, excess U.S. demand and 
excess Chinese supply were in a temporar- 
ily stable balance. As part of running a trade 
surplus, China necessarily accumulated 
dollars, which had to be exported to (in- 
vested in) the U.S. This capital export did 
not occur in the form of private invest- 
ment—indeed it was exacerbated by Chi- 
nese net imports of private capital—but 
rather as forced accumulation of foreign- 
currency reserves, which were recycled 
back to the U.S. largely in the form of pur- 
chases of U.S. Treasurys and other dollar 
assets by China’s central bank, the People’s 
Bank of China. Since China had effectively 
pegged its currency to the dollar, the PBoC 
had no choice but to accumulate reserves in 
this manner. 

The recycling process also functioned 
as a great liquidity generator for the world. 
In the U.S. the torrent of inward-bound li- 
quidity boosted real-estate and stock-mar- 
ket prices. As they surged, substantially 
raising the wealth of U.S. households, these 
became increasingly willing to divert a ris- 
ing share of their income to consumption. 
At the same time rising liquidity always 
forces financial institutions to adjust 
their balance sheets to accommo- 
date money growth, and the most 
common way is to increase 
outstanding loans. With 
banks eager to lend, and 
households eager to mone- 
tize their assets in order 
to fund consumption, it 
was only a question of 
time before household 
borrowing ballooned. 

Meanwhile in China, 
as foreign currency 
poured into the country 
via its trade surplus, the 
PBoC had to create lo- 
cal money with 
which to purchase 
the inflow. In Chi- 

















na most new money creation ends up in 
banks, and banks primarily fund invest- 
ment rather than consumer spending. With 
investment surging, industrial production 
grew faster than consumption. A country’s 
trade surplus is the gap between its produc- 
tion and its consumption, and as this gap 
grew, so did China’s trade surplus, which 
resulted in even more foreign currency 
pouring into the country, thus reinforcing 
the cycle. In this balance, sometimes 
dubbed Bretton Woods II, Chinese over- 
capacity was matched with American 
overconsumption, and Chinese official 
lending was matched with U.S. household 
borrowing. This ensured that the current- 
account flows were matched with the cap- 
ital-account flows. 


The Great Imbalance 


MANY ANALYSTS THINK of the U.S. econ- 
omy as the engine that drives the rest of 
the world, but this is not always true. 
Sometimes changes or distortions in one 
part of the world can force adjust- 
ments elsewhere, and as the 
world’s largest and most open 
economy, with an astonishingly 
flexible financial system, it is of- 
ten the U.S. that absorbs imbalances 
originating elsewhere. 
; We see this most obviously in 
e U.S. trade figures. For most of last 
60 years, with two exceptions, the 
U.S. current-account surplus or def- 
icit has remained within 1% of GDP. 
The first exception occurred in the 
mid-1980s, when the deficit rose to 
~ nearly 3.5% of GDP in 1986-87 before 
“e declining sharply and running into a 
small surplus in 1990. The second be- 
gan in 1994, around the time 
of the Mexican crisis, 
when the U.S. current- 
account deficit climbed 
to around 1.6% of GDP, 
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declined for two years, and then took off 
in 1997-98, after which time it raced for- 
ward in straight line to peak at around 6% 
of GDP. 

Ifthe U.S. trade deficit were driven sim- 
ply by a U.S. consumption binge, as is often 
claimed, it is hard to see why it would have 
followed a pattern of general stability over 
many decades marked by two surges—a 
small one from 1984-88 and a very large one 
after 1997. If it was driven by changes in 
Asian savings and trade policies, this pat- 
tern becomes easier to understand. The 
1980s surge was driven largely by domestic 
Japanese policies and conditions and is a 
fascinating case study in itself, but it is the 
post-1997 surge that is much more interest- 
ing and relevant to the current crisis. 

Of course, 1997 was the year in which 
several Asian countries experienced ter- 
rifying financial crises and sharp econom- 
ic contractions. One of the main lessons 
Asian policy makers learned was that too 
much dollar debt and not enough dollar re- 
serves put a country at serious risk of a bal- 
ance-sheet crisis. To protect themselves 
from a repeat, many Asian governments 
engineered trade surpluses and began 
amassing large foreign-currency reserves 
by managing trade policy and the value of 
their currencies. 

This resulted in what some have called 
a global capital-flow “paradox.” Historical- 
ly, capital-poor developing countries have 
been net importers of capital, but in recent 
years developing countries have been large 
and growing net exporters of capital to rich 
countries. For most of the last 50 years of- 
ficial capital exports, in the form of foreign- 
currency reserve accumulation, were 
significantly less than net private-capital 
imports. But in 1998, official capital exports 
among developing countries began to take 
off, and by the following year exceeded net 
private-capital imports. Since then, except 
for a small decline in 2001, net capital ex- 
ports from developing countries surged al- 
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most in a straight line to around $700 
billion annually (Combining $1.2 trillion of 
reserve accumulation versus $0.5 trillion of 
net private inflows). 

But the global balance of payments 
must balance. As Asian trade surpluses 
and net capital exports surged, some other 
part of the world had to equilibrate these 
adjustments by running large trade defi- 
cits and importing capital. The U.S. did ex- 
actly this, and the U.S. trade deficit soared 
after 1997, while at the same time U.S. 
household savings collapsed. 

Now the party is over. The old balance 
of payments has broken down, and the 
world is lurching to find a stable new bal- 
ance. One necessary consequence of the 
financial crisis must be an increase in U.S. 
household-savings rates. Collapsing real 
estate and stock markets have caused 
household wealth to decline sharply, and 
households must save more than ever out 
of current income to replenish their 
wealth. But even if consumers wanted to 
continue spending, American commercial 
banks-caught in one of the worst credit 
crunches in recent history—are no longer 
willing to lend for consumption. The U.S. 
household savings rate has nowhere to go 
but up. 

By how much will U.S. household sav- 
ings increase? For most of the past 60 years 
until the early 1990s, household savings 
rates have varied between 6% and 10% of 
app, except for a brief period during the 
economic crisis of the 1970s when house- 
hold savings went as high as 13% of GDP. In 
the early 1990s, the savings rate began de- 
clining slowly, and then virtually collapsed 
after 1997 when household savings fell to 
well under 2% of GDP. 

Although we can’t say for sure, it is 
probably safe to argue that U.S. savings 
rates will climb back at least to earlier av- 
erage levels, or even temporarily exceed 
those levels, as American households re- 
build their shattered balance sheets. If 
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they return only to 8%, the midpoint of 
earlier savings rates, this implies that US. 
household savings must rise by some 
amount equal to 6% of GDP, or, to put it an- 
other way, that all other things being 
equal, household consumption must de- 
cline by at least that amount. 

Something must happen to equilibrate 
this decline in U.S. household consump- 
tion. Either consumption in other sectors 
of the U.S. economy-i.e., the government, 
since businesses.are also contracting—must 
expand by that amount, or consumption by 
foreign countries, with China bearing the 
brunt, must expand by that amount (and 
foreign savings decline). To the extent that 
neither happens, global overproduction- 
which consists mainly of Chinese overpro- 
duction-must decline by that amount. This 
is just a way of saying that if net American 
consumption declines, either consumption, 
must rise somewhere else, or production 
must fall. 

In the best possible world Chinese con- 
sumption would rise by exactly the same 
amount as U.S. consumption drops, and 
we would quickly reach a new stable bal- 
ance, with one major difference: The U.S. 
trade deficit would decline, and the amount 
of capital exported by China to the U.S. 
would decline by exactly the same amount 
(the PBoC would accumulate fewer re- 
serves). But if that doesn’t happen, total 
global consumption must decline, and the 
world economy slow-in fact as it slows 
global income will decline with it, so that 
both savings and consumption could de- 
cline, trapping the world in a downward 
spiral of unstable adjustment. 

However, given that the U.S. economy 
is about 3.3 times the size of China’s, and 
consumption accounts for less than 50% of 
China’s income, Chinese consumption 
would have to rise by nearly 40% (or 
roughly 19% of GDP) in order to accommo- 
date an increase in U.S. savings equal to 
6% of U.S. app. This is clearly unlikely. Of 
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course there is more to the world than sim- 
ply U.S. household demand and Chinese 
government demand. There are several 
other factors that will affect the adjust- 
ment. Among the positive ones: 

æ U.S. fiscal expansion will absorb 
some of the decline in U.S. household de- 
mand. 

æ The Chinese trade surplus has been 
equal to about one-half to two-thirds of 
the U.S. trade deficit, so in principle China 
should only absorb that share of the global 
adjustment, while other surplus countries, 
especially opec via lower commodity pric- 
es, absorb the balance. 

Among the negative factors: 

* Assuming a 6% increase in U.S. 
household savings, to 8% of apr, is probably 
conservative. Goldman Sachs predicts that 
household savings will rise to 10% of GDP. 

æ Itis not just U.S. households and the 
government that matter. U.S. businesses 
affect demand too, and they are likely to 
contract, thereby increasing the total con- 
traction in U.S. demand. 

æ The world’s major economies—Eu- 
rope, and Japan-—as well as many of the 
smaller economies—Latin America, Russia 
and Eastern Europe-are more likely to ex- 
acerbate global demand contraction, with 
several of them facing capital outflows 
(and hence a reversal of their trade deficits 
into surpluses, which adds to global over- 


capacity). 


It’s 1929 Again 


ALTHOUGH THERE ARE great differences 
between 1929 and 2008, the global pay- 
ments imbalances that led up to the current 
crisis were nonetheless similar in many 
ways to the imbalances of the 1920s. A few 
countries, dominated by one very large one, 
ran massive current-account surpluses and 
in the process rapidly accumulated re- 
serves. In the 1920s it was the U.S. that 
played the role that China is playing today. 
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The U.S. economy was plagued in the 1920s 
with overcapacity caused by substantial in- 
creases in U.S. labor productivity. This in 
turn was a consequence of significant in- 
vestment in the agricultural and industrial 
sectors and mass migration from the coun- 
tryside to the cities. 

Although U.S. capacity surged in the 
1920s, domestic demand did not rise near- 
ly as quickly. As a consequence, the U.S. 
ran large annual trade surpluses ranging 
from 1% to 3% of epP during the 1920s, or 
0.4% of global cpp (China, although only 
6% of world cpr, has run trade surpluses 
of roughly the same magnitude). U.S. over- 
capacity didn’t matter when there was suf- 
ficient foreign demand. It could be 
exported, mostly to Europe, while foreign 
bond issues floated by foreign countries in 
New York permitted deficit countries to fi- 
nance their net purchases. 

But as the U.S. continued investing in 
and increasing capacity, without increas- 
ing domestic demand quickly enough, it 
was inevitable that something eventually 
had to adjust. The financial crisis of 1929- 
31 was part of that adjustment process. 
When bond markets collapsed as part of 
the crash, bonds issued by foreign borrow- 
ers were among those that fell the most. 
This, of course, made it impossible for 
most foreign borrowers to continue raising 
money, and by effectively cutting off fund- 
ing for the trade-deficit countries, it elim- 
inated their ability to absorb excess U.S. 
capacity. 

The drop in foreign demand required a 
countervailing U.S. adjustment. Either the 
U.S. had to increase domestic consumption, 
or it had to cut back domestic production, 
but there was unfortunately more to the 
crisis than simply the drop in foreign de- 
mand. With the collapse of parts of the do- 
mestic U.S. banking system, domestic 
private consumption also fell. The slack in 
demand should have been taken up by U.S. 
fiscal expansion, but instead of expanding 


aggressively, as John Maynard Keynes ad- 
vised, President Roosevelt expanded cau- 
tiously. When the credit crunch came and 
the world was awash in American-made 
goods that no one was willing or able to buy, 
it was unreasonable, as Keynes argued bit- 
terly, to expect the rest of the world to con- 
tinue purchasing U.S. goods, especially 
since the financing of their consumption 
had been interrupted. 

Since U.S. production exceeded con- 
sumption, the need for demand creation, 
according to Keynes, most logically resid- 
ed in the U.S. But Washington had other 
ideas. In 1927 and 1928 there were already 
unemployment pressures, and the 1929 
collapse in demand exacerbated those 
pressures. This prompted U.S. senators to 
respond in 1930 with the notorious Smoot- 
Hawley Tariff Act aimed at boosting de- 
mand for domestic production. They 
attempted to divert demand for foreign 
goods to U.S. goods-basically to export 
their overcapacity—and in so doing force 
the brunt of the adjustment onto their 
trading partners. Their trading partners, 
not surprisingly, retaliated by closing their 
own borders to trade, causing internation- 
al trade to decline by nearly 70% in three 
years, thereby shifting the brunt of the ad- 
justment back onto the U.S. 

The trade tariff made things worse not 
just because impediments to trade are 
costly to the global economy, but rather be- 
cause it set off a trade war in which other 
countries forced the U.S. broadly into bal- 
ance. In two years, U.S. merchandise ex- 
ports declined 53%, while the trade surplus 
declined by 63%. Excess production over 
consumption had to be resolved largely 
within the U.S., and since much domestic 
investment had been aimed at the export 
sector, the collapse in exports brought a 
concomitant decline in domestic invest- 
ment. The U.S. either had to engineer a 
substantial increase in domestic demand 
by fiscal means, as Keynes demanded, or 
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adjust via a drop in production and em- 
ployment. It did the latter. 

Today China is facing a similar prob- 
lem. With the collapse of bank intermedi- 
ation, U.S. households and businesses are 
cutting consumption and raising savings. 
This is a necessary adjustment. Most ana- 
lysts, perhaps thinking they are echoing 
Keynes’s analysis of the problem in the 
1930s, call on the U.S. government to en- 
gage in massive fiscal expansion to replace 
lost private demand. But this is not what 
Keynes would have recommended. If de- 
clining U.S. private consumption is met 
with increasing public consumption, the 
world will simply continue playing the 
game that has already led into so much 
trouble. The only difference would be that 
instead of having one side of the global im- 
balance accommodated by private over- 
consumption and rising debt, it would be 
accommodated by public overconsumption 
and rising debt. Demand must be created 
by the trade-surplus countries that have, 
to date, relied on net exports to protect 
themselves from their overcapacity. They 
must force demand up quickly in order to 
close the gap, and since expecting private 
consumption to rise quickly enough is un- 
realistic, it has to be public consumption- 
a large fiscal deficit. 

Might China and smaller Asian coun- 
tries repeat the U.S. mistake of the 1930s? 
Perhaps. Beijing already seems to be inthe 
process of defending its ability to export 
overcapacity. Although there has been an 
attempt to boost fiscal spending, most an- 
alysts argue that this so far has been too 
feeble to matter much. On the other hand 
it has tried to protect and strengthen its 
export sector by lowering export taxes 
and reducing interest costs, which lower 
the financing cost for producers and have 
little impact on consumers. 

This cannot work for long. The proper 
place for new demand to originate is, as in 
the 1930s, in trade-surplus countries. They 
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should be engaged in expanding demand, 
not expanding supply. If they try to export 
their way out of a slowdown, there will al- 
most certainly be another trade backlash, 
in which case the full force of the adjust- 
ment will be borne by the trade-surplus 
countries, again as in the 1930s~with the 
proviso that although China’s trade sur- 
plus as a share of global apr is comparable 
to the U.S. trade surplus in the 1920s, Chi- 
na is a much smaller economy, and so its 
trade surplus represents a much higher 
share of its GDP. 

In order to make the transition work- 
able and avoid trade friction, the world’s 
major economies must engineer a joint 
program of fiscal expansion. The trade- 
deficit countries should expand moderate- 
ly so as to slow down the adjustment 
period and to give maximum traction to 
fiscal expansion on the part of the trade- 
surplus countries. China must be given at 
least three or four years to make concerted 
efforts to boost domestic demand to the 
point where global imbalances are more 
manageable. 

The problem is that U.S. (and Europe- 
an) demand contraction is occurring at a 
shockingly rapid pace. There is a real risk 
that the adjustment process in China will 
careen out of control. In order to manage 
this risk, U.S., European, Japanese and 
Chinese policy makers must quickly come 
to a firm understanding of how significant 
the global adjustment is and how danger- 
ous the process will be for China, and de- 
sign a multiyear plan of demand expansion 
in which China is given time to adjust its 
overcapacity. If major economies focus 
only on domestic adjustment, China will 
almost certainly choose the path of de- 
fending its ability to export overcapacity 
onto the rest of the world, while the trade 
-deficit countries will discover the expan- 
sionary impact of trade constraints. In that 
case it is hard to imagine how China and 
the world can avoid disaster. Lf 
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Lies, Damned Lies 
And Chinese Statistics 


by Stephen Green 





ELIEVE IT OR not, China 
has not yet set an official 
growth target for 2009. At 
its recent Economic Work 
Meeting, the government 
did declare an intention to maintain “rela- 
tively fast growth rate.” Everyone seems to 
assume that that target will be 8%, the 
number set in years past, and as far as eco- 
nomic myth goes, the number below which 
chaos descends upon China. Many believe 
that whatever happens, the official num- 
bers will tell a story in which they more or 
less meet the mythical 8%. 

For instance, in a recent chat with a lo- 
cal People’s Bank of China official, I asked 
what the local growth rate was for first 
half 2008. “The city reported 10%,” he re- 
plied before shaking his head, “but there’s 
no way it was really that. But they would 
not dare report anything less.” 

Which raises the question: How will we 
know how fast China is really growing in 
2009, if even government officials have lost 
confidence in the cpe statistics? We have 
been here before, of course. Back in the late 
1990s, some economists wondered if Beijing 
was “adding water” (as the Chinese euphe- 





mism has it) to its headline cpp numbers. 
But then some serious economists thought 
that China actually got through the Asia Fi- 
nancial Crisis with the relatively fast 
growth they posted. The debate is super 
relevant for understanding what may hap- 
pen over the next two years—but the devil 
is in the details. So it’s worth delving into 
that messy detail, adjudicating where we 
now stand, and outlining how to track ac- 
tivity over 2009-10. 


The Rawski Conspiracy 


THOMAS RAWSKI AT the University of Pitts- 
burgh argues that China’s official 1998-99 
GDP data is “totally divorced from reality.” 
He believes that maximum growth in each 
of these years was 2% and that cumulative 
growth over the period 1998 to 2001 was 
somewhere between 0.4% to 11.4%, com- 
pared to the official (pre-2004 Economic 
Census revision) number of 34.5%. To sup- 
port his view, Mr. Rawski cites reports of 
stagnating rural incomes, mass layoffs, in- 
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ventory accumulation, lower steel 
production, etc. He shows that household- 
expenditure growth is much weaker than 
official retail-sales data. He argues local 
governments came under pressure to re- 
port numbers that hit the center’s target. 

Mr. Rawski also uses a number of alter- 
native measures ofeconomic activity, what 
we will call “growth proxies,” to show the 
official figures smell. First, there was en- 
ergy production, which grew at a moribund 
rate of only 2.5% on average in 1998, com- 
pared to 4.5% year on year in 1997. Air trav- 
el grew only 3.4% in 1998. Nonprocessing 
imports fell 5% year on year in 1997 and had 
basically zero growth in 1998, before pick- 
ing up rapidly in 1999 to 31% year on year. 

Harry Wu at Hong Kong Polytechnic 
University has recently added to these 
doubts. He has spent considerable time dig- 
ging around in the 2004 National Econom- 
ic Census data, the numbers which caused 
the National Bureau of Statistics to revise 
up real cpp growth over the 1994 to 2004 
period by some 0.5 percentage points a year 
on average, and as a result to revise up the 
size of the economy in 2004 by some 17% to 
16.1 trillion yuan ($2 trillion) from 13.7 tril- 
lion yuan. Mr. Wu, however, shows that 
while the nes did not collect data on prices, 
its method for revising the real GDP num- 
bers should have been reliant upon price 
data. Mr. Wu believes that the nBs derived 
a GDP trend it thought looked reasonable 
and then revised the deflators (overall 
changes in prices) to match. 

The NBs also had the opportunity to re- 
vise down the 1998 number after the cen- 
sus, but did not do so. In fact, it did not 
touch 1998 growth (7.8%), while it did re- 
vise up all the other years’ numbers (in- 
cluding 1999). Mr. Wu supposes that it 
might have been an admission of error (or 
worse) to revise down the 1998 number giv- 
en all the attention it had drawn. But the 
very mild slowdown in 1998 still looks 
strange. Over the period 1978 to 2002, Mr. 


Wu estimates an average growth rate of 
16.2% year on year, compared to the official 
average of 20.4% year on year. For 1998, he 
reckons the industrial economy contracted 
by close to 7%, after basically not growing 
at all over 1996-97. 


In Defense of the NBS 


A NUMBER OF economists have taken issue 
with the skepticism though. They include 
Nicholas Lardy at the Peterson Institute in 
Washington, D.C., who believes that while 
the official numbers have some problems, 
the problem is not that bad. Mr. Lardy first 
looked at tax-revenue growth. These grew 
22.5% year-on-year on average in 1997, 
10.7% in 1998, and 19.4% in 1999. Given 
that taxes are paid on the back of value- 
added activities, they should follow 
growth, and these numbers suggest that 
there was a quick V-shaped recovery. Mr. 
Lardy also looked at imports. They began 
to pick up in 1999, which leads him to re- 
ject the idea that the whole of the period 
1998 to 2001 was really slow. 

Mr. Rawski responds that official tax 
revenues may not be a reliable indicator, 
particularly in the bad times. This is be- 
cause local government officials are strict- 
ly judged on their ability to raise taxes. 
They thus have an incentive to “fake” tax- 
es, moving money in and out of the ac- 
counts to exaggerate revenues. 

Moreover, over the past few years, local 
governments and central ministries have 
been transferring monies which had pre- 
viously gone into their informal, unseen 
accounts into the main Ministry of Fi- 
nance account. This process may well have 
accelerated in hard times in order to en- 
sure that officials met their official reve- 
nue quotas. As far as imports go, Mr. 
Rawski thinks antismuggling efforts dur- 
ing the late 1990s may have forced more 
trade to go through official ports, making 
this proxy is unreliable also. 
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Carsten Holz at Hong 
Kong University of Science 
and Technology then joins 
the fray. In a 2003 paper, he 
makes a strong defense of 
the data. He shows that the 
NBS has improved its col- 
lection methods by getting 
large firms to input data di- 
rectly via the Web and do- 
ing its own surveys—both 
ways of avoiding local offi- 
cials’ numbers. More precisely, he shows 
that many of the proxies have their own 
problems. 

Take energy, for instance. Mr. Holz 
shows that the official survey’s coverage is 
terrible. Others have shown that closures 
of small coal mines, expansion of small 
power plants that fall outside the official 
statistics, and increased use of power gen- 
erators by firms themselves all weaken the 
data as a growth proxy. 

Freight numbers have their issues too, 
Mr. Holz argues. On the plus side, the 
Transport Ministry and NBS work to col- 
lect data directly from railways, ports, and 
large transport firms, and they also do sur- 
veys. This means much private-sector ac- 
tivity should be captured. On the downside, 
though, in contrast to rail, much river and 
road traffic is likely going unreported, as 
it is handled by small, private operators. 

Indeed, a study of petrol consumption 
by haulage firms found that it was growing 
much faster than official road freight num- 
bers, implying that the latter numbers 
were underestimated. All of that said, 
though, when Mr. Holz crunched the num- 
bers, he found that freight turnover was 
indeed correlated with industrial output 
in the 1990s (though not in the 1980s). This 
is bad news for the conspiracists, as it sug- 
gests that overall activity did not decline 
as much as they claim. 

And there the story might have ended. 
However, Mr. Holz then had a long look at 
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the 2004 Economic Census 
revisions. He found nu- 
merous inconsistencies 
and evidence suggestive of 
manipulation. He con- 
cludes: “... One may begin 
to wonder about the possi- 
bility and likelihood of pro- 
fessional statistical work in 
China. For the time being, 
the 2006 benchmark revi- 
sion implies that Chinese 
statistics have to be taken with a rock of 
salt.” 

How does one conclude, then? The key 
problem is the 1998 cpp number. What- 
ever their problems, we cannot ignore the 
fact that all of the growth proxies indicate 
a sharper slowdown than the official data 
allows. However, the 2% growth estimate 
appears exaggerated when the fiscal and 
import numbers are taken into account. 
An estimate of 5% growth for 1998 seems 
reasonable. The evidence, especially the 
census work, also suggests that headline 
GDP numbers can still be problematic— 
particularly at times when the central 
government is assuring everyone that a 
certain level will be reached. 


A Taxing Task 


SO, WHAT DO those proxies tell us about 
today? They show an economy which has 
slowed considerably in the last few 
months, but they are not all suggesting a 
severe slowdown. 

Let’s begin with a look at fiscal reve- 
nues. These have crashed—falling 9% year 
on year in November, after falling 0.3% 
year on year in October 2008. Has the 
economy simply stopped growing then? 
We are reticent to draw such a conclusion, 
for three reasons. First, 2007 was a year of 
huge land-sale revenues, for instance. They 
reportedly rose to 50% of revenues in some 
areas. In theory, these revenues should 
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have been included in local 
government budgets in 
2007, but much likely are 30% 
still not included. To the ex- 35 
tent that they are, this will ,, 
have pushed up fiscal re- 
ceipts in 2007, and will be 
dragging them down now. 
Second, companies may be 
delaying tax payments for 
cash flow reasons—and lo- Jan 

cal tax bureaus may be go- 

ing easy on them. 

Third, funny things can go on at local 
government finance bureaus. Each year, 
officials at each level of government are 
given a revenue quota to meet. In theory, 
once it is met, their job is done. In practice, 
officials normally make sure they exceed 
their target by a healthy margin. That is 
the game. This year, however, the incen- 
tives in the game have changed. With the 
economy slowing, many local officials may 
have met their revenue quotas in the third 
quarter. But now they will want to save as 
much revenue as they can for next year, 
when times will be tougher. 

Moreover, they will want to show 
Beijing that they really need that large fis- 
cal transfer to finance their new bridge/ 
metro system/high-tech development 
zone/enterprise bailout fund. This means 
they may be tempted to report low num- 
bers now and “back-pocket” the rest, park- 
ing the funds in nonofficial accounts, all to 
be transferred into next year’s budget. 

I suspect this is happening now, and it 
may be artificially depressing the revenue 
growth rate. That said, there are also re- 
ports of tax officials (who have not met 
their quota) demanding firms to pay up 
right now—and even urgently demanding 
payment of back taxes. But, overall, I be- 
lieve that this proxy is probably exaggerat- 
ing the scale of the current slowdown. 

Now turning to electricity production. 
After so many years of plus 10% year-on- 
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Real and nominal loan growth, y-o-y %, 
three-month moving average 
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year growth, the sudden 
drop since the summer is 
even more, ahem, shocking 
than the decline in fiscal 
revenues. What do we 
make of it? Here again, we 
need to exercise some cau- 
tion. Two-thirds of elec- 
tricity is used by industry, 
so these numbers only tell 
us about one part of the 
economy. And within in- 
dustry, heavy industry is the key, since 
most electricity is used by makers of alu- 
minum, steel, copper, etc. It is these sec- 
tors that have borne the brunt of the 
construction slowdown and of the sudden 
correction in commodity prices in third 
quarter, which has created large invento- 
ries and crushed production incentives. As 
a result, the electricity numbers are also 
likely exaggerating the severity of the cur- 
rent slowdown. 

There has also been a clear slowdown 
in moving stuff around. Rivers are a cheap 
and reliable form of transport and have 
been particularly useful for coal and steel 
products. With demand for electricity 
down and stockpiles of coal and iron ore 
up, perhaps that explains some of the wa- 
terway decline. 

Looking at rail traffic, the recent direc- 
tion is down, but the trend is unclear. Sup- 
ply constraints matter. Look at first half 
2004, when we know there was an explo- 
sion of economic activity. Both waterway 
and road use expanded rapidly, but the 
railways did not. That was because of a 
supply constraint—there were not enough 
rail carriages or track. There still aren’t. 
As a result, as the economy slows, since 
rail costs are lower than road and water- 
way costs and more capacity is currently 
being added, rail-freight growth will like- 
ly remain healthier for longer. 

And then we have road freight, which 
is still pretty strong. One potential prob- 
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lem here is that the num- 
bers may not be capturing 
the slowdown in activity by 
private firms with one or 
two trucks, or manufactur- 
ers using their own trucks ,, 
(Mr. Holz shows that only og 
dedicated freight firms are 04 
included in the survey). But 0.0 
the resilience is still inter- -04 
esting. Jan 

When it comes to pas- 
senger air traffic, airlines are having a ter- 
rible time. Passenger kilometer growth is 
already well into negative territory and rev- 
enue per passenger is falling as well as the 
airlines cut prices. Local media has made 
much of 10 yuan ($1.30) tickets. Air travel 
has been an early casualty of business cut- 
backs. The Ministry of Finance’s postearth- 
quake call to cut down on government 
travel has probably had an effect too. 

Folk are still using the railways to trav- 
el, though. But if this is simply to return 
home to Yunnan or Anhui province from 
a closed factory in Dongguan then that is 
obviously not a positive for growth. Ac- 
cording to the Ministry of Labour and So- 
cial Security’s surveys, some 10 million 
migrant workers have already returned 
home, that’s around 7% of the migrant 
workforce. 

Finally, we end with an indicator that 
should have some utility as a leading indica- 
tor—bank-credit growth. We show nominal 
and real bank loan growth in the chart on 
page 17. A bank loan is only as important as 
its purchasing power and inflation has 
played havoc with corporates’ buying pow- 
er in recent months. So real growth is key. 
We have data to November—real loan 
growth has now picked up. How sustain- 
able is this recovery? The credit quota for 
2009 is 4.7 trillion yuan ($690 billion), 
which is aggressive. Given the private sec- 
tor’s lack of appetite, all depends on the fis- 
cal stimulus package. 
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SCB China Economic Activity Index, 
y-0-y %, three-month moving average 
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Eggs in One Basket 


WE PUT SEVERAL of the 
proxies we like into a sin- 
gle index. We used indus- 
trial goods production, 
freight, bank credit and 
major imports, shown on 
this page. 

The past few months 
have seen a further dete- 
rioration on a weakening 
trend that began in late 2007. This is a 
much more serious downturn than in 1998. 
There is very weak growth momentum go- 
ing into 2009. 

Predicting the bottom of the current 
cycle is not going to be easy. We think we 
will see continued deterioration into Janu- 
ary/February 2009 driven by the inability 
of the fiscal package to get any purchase 
before the second quarter, banks’ unwill- 
ingness to lend to the private sector, con- 
tinued property price declines, high levels 
of risk aversion in the private sector before 
fiscal spending kicks in, more bad news 
from the United States, Europe, and Asia 
generally, and acash crunch that could hit 
in January before Chinese New Year. 

All eyes will then be on the various 
proxies to indicate when the economy ends 
its slide. I expect the economy to stabilize 
in second quarter 2009 as bank loans loos- 
en corporate-liquidity problems, extra fis- 
cal spending kicks in to create private 
investment demand, looser monetary pol- 
icy supports private-sector investment, 
and housing transactions increase after a 
further price correction. If this happens, 
China would be set for a restrained recov- 
ery in the second half of 2009, But at the 
core, private investment in the economy 
will be weak, in everything from real es- 
tate to heavy and light industry, and that 
is why Gpp growth is likely to come in at 
just 6.8% for 2009 before recovering to 8% 
for 2010. a 
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Hu Jintao’s Great 
Leap Backward 


by Willy Lam 





U JINTAO IS presiding 
over a Great Leap Back- 
ward in China’s ideology 
and statecraft. This was 
made clear by the presi- 
dent’s much-anticipated speech on Dec. 18, 
2008 marking the 30th anniversary of 
Deng Xiaoping’s reform and open-door 
policy. 

Publicists for the Chinese Communist 
Party had earlier in the year indicated that 
Mr. Hu—a protégé of the late patriarch and 
“chief architect of reform”—would unveil 
an ambitious blueprint to take Deng’s re- 
form one step forward. Yet the party gen- 
eral-secretary not only failed to enunciate 
new liberalization measures, he turned 
back the clock by reviving an ideal first 
raised by Chairman Mao Zedong 70 years 
ago: the “Sinicization of Marxism,” or how 
to adapt Marxist dogmas to Chinese real- 
ity. It was the first time since Mr. Hu came 
to power in 2002 that he had so nakedly 
identified himself with what even ordi- 
nary CCP members would deem the out- 
dated shibboleths of the Maoist epoch. 

The gist of Mr. Hu’s 18,500-character 
address in the Great Hall of the People was 





that China should “continue to hoist high 
the great flag of socialism with Chinese 
characteristics and push forward the Sin- 
cization of Marxism.” The ccr would up- 
hold the “Four Cardinal Principles” of 
absolute party control and the “dictator- 
ship of the proletariat.” What these appar- 
ently obsolete slogans meant was that, in 
Mr. Hu’s words, the cce would “boost its 
ability to guard against changes [to a capi- 
talist system] and to withstand risks” such 
as sociopolitical instability. While pledging 
that the party would “not go down the au- 
tarkist, fossilized old road,” Mr. Hu deliv- 
ered a stern warning to relatively liberal 
cadres in the ccr: “We shall never take the 
evil path of changing the flag and standard 
[of the party].” And even as the 66-year-old 
supremo made a pro forma reference to 
“implementing democratic elections, dem- 
ocratic decision-making and democratic 
supervision” as well as safeguarding the 
people’s “right to know, to take part in pol- 
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itics, to express themselves and to exercise 
supervision,” his real message was that 
Beijing “would never copy the political sys- 
tem and model of the West.” 

A key reason why the Hu-led Politburo 
has chosen repression instead of reform is 
fear that economic doldrums caused by the 
global recession would engender rising so- 
cial unrest. Even official economists admit 
that the unemployment rate in urban areas 
is much higher than the 9.4% stated in a re- 


cent report by the Chinese Academy of So- 


cial Sciences (cass). Close to 33 million 
urban residents lost their jobs in the second 
half of 2008. Internal party circulars have 
noted that the number of “mass incidents”— 
codeword for riots and disturbances—last 
year was on par with the 87,000 cases in 
2005, the last year when such figures were 
publicized by the Ministry of Public Secu- 
rity. More significantly, the party docu- 
ments decried “heightened infiltration” by 
anti-ccP forces in the West. The Charter 
708 movement, which was started early last 
month by some 300 dissidents, intellectuals 
and liberal retired cadres, is deemed by 
Beijing as collusion between “anti-China 
elements both at home and abroad” with 
the goal of fomenting something akin to the 
“color revolutions” that shook up Georgia, 
the Ukraine and Kyrgyzstan. Inspired by 
the Charter 77 of Czechoslovakia, Charter 
08 demands that the cce take 19 steps to- 
ward liberalization, including freedom of 
speech and assembly, an independent judi- 
ciary and democratic elections for all levels 
of government. 

In several ccp meetings late last year, 
President Hu, who doubles as chairman of 
the Central Military Commission (cmc), 
called on the armed forces and police to 
pull out the stops to uphold sociopolitical 
stability by putting down disturbances and 
assorted conspiracies spearheaded by “anti- 
China forces.” In his Dec. 18 address, Mr. 
Hu reiterated a theme struck by the ccp 
leadership since the Tiananmen Square 


massacre of 1989: that “stability is our over- 
riding task, because nothing can be accom- 
plished without stability.” The 
general-secretary even raised the specter 
of the party losing its monopoly on power. 
Talking about the ccp’s ruling party status, 
Mr. Hu warned: “What we possessed in the 
past doesn’t necessarily belong to us now; 
what we possess now may not be ours for- 
ever.” Apart from ironclad methods to beat 
back challenges to the regime, Mr. Hu rec- 
ommended more efforts to promote patri- 
otic pride and to implement ideological 
indoctrination: “We must resolutely and 
tirelessly arm the whole party and educate 
the people with the latest fruits of the Sini- 
cization of Marxism.” 

Mr. Hu’s hard-line speech has con- 
firmed disturbing tendencies that add up to 
a Great Leap Backward in China’s modern- 
ization program. First, the proverbial big 
bludgeon is being wielded against free- 
thinking intellectuals, particularly those 
who have gained a following in the West. 
While the Hu leadership has forbidden the 
media to mention Charter ’08, state secu- 
rity departments have detained writer-dis- 
sident Liu Xiaobo since early December. 
Other signatories of the human rights char- 
ter, including political scientist Zhang 
Zuhua, have been interrogated or other- 
wise harassed by police and kept under 24- 
hour surveillance. This is despite public 
appeals for Mr. Liu’s release made by fa-, 
mous Western politicians and intellectuals, 
including former Czech president Vaclav 
Havel, the organizer of Charter 77. In fact, 
the Hu-led Politburo has lumped together 
several recent events, including the Euro- 
pean Union parliament’s awarding dissi- 
dent Hu Jia with the Sakharov Prize, and 
the apparent backing that Eu leaders, such 
as French President Nicolas Sarkozy, have 
given the Dalai Lama, as proof of a well-or- 
chestrated conspiracy by the West to bring 
about China’s “peaceful evolution” to a cap- 
italist country. 
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Moreover, Mr. Hu’s remark- 
ably conservative speech has 
amounted to another nail in the coffin 
of tenuous efforts made by for- 
ward-looking cadres to pro- 
mote some semblance of 
globalization in the political 
arena. In early 2007, Premier Wen 
Jiabao, deemed the Politburo’s 
most liberal member, ignited 
hopes in many quarters 
when he heaped praise on 
certain “universal values and institutions.” 
Mr. Wen indicated on two public occasions 
that “values such as science, democracy, 
rule of law, freedom and human rights are 
not the monopoly of capitalist [countries],” 
but “universal values that should be pur- 
sued by all mankind.” His message was that 
it was appropriate for socialist China to try 
out some of these international norms. The 
pendulum, however, had by mid-2008 
swung to the other side. Crypto-Maoist 
commissars began assailing the concept of 
“universal values” as “sugar-coated bul- 
lets” to lure China to morph into a capitalist 
nation via “peaceful evolution.” For in- 
stance, Chinese Academy of Social Sciences 
President Chen Kuiyuan stated last autumn 
that “we must establish self-respect and 
confidence in our own people.” “We must 
not engage in blind worship [of the West] 
and we must not extol Western values as 
so-called universal values,” the ideologue 
said. Orthodox theorist Feng Yuzhang add- 
ed that saluting “global values” was tanta- 
mountto “advocating all-out Westernization, 
which is an effort by [Western powers] to 
change the socialist order in China.” 

Meanwhile, all aspects of political re- 
form have been put on the backburner. 
Take, for example, grassroots elections, 
specifically letting peasants pick village- 
level administrators through the ballot box, 
which were begun by Deng 30 years ago. In 
the late 1990s, farmers in a dozen-odd 
towns and townships, which are one rung 
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higher than villages in the Chinese 
hierarchy, were permitted on 
a temporary basis to elect 
the heads of their local ad- 
ministrations. Then Presi- 
dent Jiang Zemin reportedly 
also harbored plans to exper- 
iment with other forms of 
elections at the township, and 
even county, levels. All such 
innovations have been 
stopped in the past year in 
Meals the interest of promoting 
“stability.” According to Li Fan, 
director of the respected Beijing-based 
NGO, the World and China Institute, “the 
issue of expanding grass-roots democracy 
is now off the agenda.” “The political cli- 
mate is not right for moves toward liberal- 
ization,” said Mr. Li, who had written 
extensively on local-level elections. 

Even worse, Mr. Hu has made notable 
retrogressions in at least two major areas 
of the polity: the People’s Liberation Army 
and the judiciary. The cmc Chairman has 
called on the PLA to “uphold social harmo- 
ny and stability” by preparing for “nonwar- 
related combat missions,” including 
quelling social unrest. While touring the 
northeastern Shenyang Military Region 
last month, Mr. Hu asked the generals to 
be wary of the serious economic crisis at 
home and abroad. “New and complicated 
changes have taken place globally, and our 
domestic task regarding reform, develop- 
ment and stability has become difficult,” 
Mr. Hu told local officers and soldiers. “The 
new situation and responsibilities have 
made even higher demands on army con- 
struction and on the forces’ preparation for 
‘military struggle’.” Apart from heeding 
the “absolute leadership of the party,” mil- 
itary personnel were urged by Mr. Hu to 
“comprehensively raise the army’s ability 
to tackle different types of threat to [na- 
tional and social] security, to improve its 
capability for multifaceted military mis- 
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sions, and to strengthen its ability to engage 
in nonwar-related military operations.” 
While the supreme commander did not 
give details about what these operations 
were, the party and army media have made 
reference to the army—as well as its sister 
organization, the People’s Armed Police— 
enhancing their ability to control riots and 
to defuse all challenges to the regime. In his 
anxiety to preserve the ccp’s “perennial 
ruling party status,” however, Mr. Hu seems 
to have forgotten the lessons of both the 
Cultural Revolution (1966-76) and the June 
4,1989 crackdown, when the army became 
a major actor in domestic politics. 

Thanks to Mr. Hu’s eagerness to use 
law-enforcement organs to prolong the 
ccp’s “mandate of heaven,” modernization 
of China’s legal and judicial establishment 
has taken a significant leap backward. In 
his December 2008 address, Mr. Hu repeat- 
ed his famous theory that cadres in legal 
and judicial sectors should respect the “or- 
ganic synthesis” of the goals of “upholding 
party leadership, letting the people be mas- 
ters of the country, and running the coun- 
try according to law.” In speeches earlier 
last year, Mr. Hu had called upon officials 
in the zhengfa (“political and legal”) appa- 
ratus, including the courts, to observe 
“three major concerns,” namely “to give top 
priority to the party’s enterprise, the peo- 
ple’s interests and [the viability of] the Con- 
stitution and the law.” Judges, prosecutors 
and other judicial officers were specifically 
urged to “earnestly maintain the ccp’s rul- 
ing party status, uphold national security, 
safeguard the people’s rights, and ensure 
overall social stability.” The blatant politi- 
cization of the judiciary became most obvi- 
ous after veteran apparatchik Wang 
Shengjun was appointed president of the 
Supreme People’s Court, the equivalent of 
chief justice, in March last year. Mr. Wang, 
a career police officer who never went to 
law school, has since frequently encour- 
aged the courts’ readiness to serve the par- 
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ty’s goals. For example, Mr. Wang said in a 
national conference of judges and prosecu- 
tors that they must rally behind “party cen- 
tral authorities with comrade Hu Jintao as 
general secretary.” “We must unify our 
consciousness, thoughts and action regard- 
ing what kind of flag the courts will hoist 
and what kind of road they will take ... in 
order to ensure the correct political direc- 
tion of the people’s courts,” he said. 

At least for the moment, Mr. Hu seems 
to have gotten away with the large-scale 
restoration of Maoist norms due to the ap- 
parent success of the so-called China mod- 
el, or market-oriented economic 
development under one-party dictatorship. 
Since the onset of the financial crisis, which 
was apparently precipitated by the collapse 
or insolvency of a number of American fi- 
nancial institutions last September, ccp 
propagandists have heaped encomiums on 
the “China way,” what Mr. Hu calls the “su- 
periority of socialism with Chinese charac- 
teristics.” The official media have run 
dozens of commentaries bashing the 
“flawed American capitalist system” and 
eulogizing the “China miracle” or the “Chi- 
na model.” According to Peking University 
scholar Yu Keping, who advises Mr. Hu on 
political matters, the “China model” has not 
only engineered China’s astounding eco- 
nomic growth, but also “promoted multi- 
faceted development [models] in the age of 
globalization.” As Mr. Hu has reiterated, 
China under the “absolutely correct” lead- 
ership of the party should stick to its unique 
path and steer clear of “Western” systems 
and institutions. 

It remains to be seen whether the pres- 
ident’s utter refusal to heed the forces of 
change will consolidate the status quo of 
party domination—or whether this hide- 
bound attitude will foster more protests 
staged by disadvantaged Chinese who see 
fewer and fewer prospects of sharing the 
clout and wealth being monopolized by the 
party and ccp-affiliated power blocs. 1 
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China and U.S. 
Collaborate, Confront 


by John Delury 





TIDAL SHIFT IN relations 
between China and the 
United States is in the off- 
ing. It could involve new 
protagonists, a new pur- 
pose, and a new paradigm for what is in- 
creasingly regarded as the most important 
bilateral relationship of the 21st century. 
The possible contours of this shift come 
more clearly into focus by stepping back to 
survey the trajectory of U.S.-China ties to 
date. The driving force for convergence 
between Washington and Beijing from 
1972-89 was great power politics. The fo- 
cus of Sino-U.S. relations in the two de- 
cades after former President Richard 
Nixon’s visit was “normalization.” After 
the lost years following the Tiananmen 
Square massacre, from 1992 onward, eco- 
nomic globalization reinvigorated Sino- 
U.S. integration. This second period was 
framed in terms of “engagement.” Going 
forward, the political and economic rela- 
tionship is likely to be redefined toward 
environmental stewardship, and broad- 
ened by society-wide participation. In the 
years to come, “collaboration and confron- 
tation” could emerge as the new paradigm 





for U.S.-China relations. 

The pursuit of normalcy defined the 
first phase of amicable relations between 
the U.S. and China. The primary actors in 
this drama were statesmen and govern- 
ment officials, and the main stage was the 
White House in Washington, D.C., and the 
Zhongnanhai leadership compound in 
Beijing. Richard Nixon and Henry Kissing- 
er created the opening in the early 1970s, 
and the Ford and Carter administrations 
closed the deal with formal normalization 
of relations 30 years ago—on Jan. 1, 1979. 
The quest for normalcy in a broader sense 
continued throughout the 1980s, under- 
girded by a common enemy in the Soviet 
Union, whose invasion of Afghanistan reaf- 
firmed the strategic logic behind U.S.-Chi- 
na rapprochement. 

Then, between 1988 and 1992, the un- 
derlying motivation for the U.S. and China 
to get along was torn to shreds. First, Beijing 
uprooted “sprouts of liberalization” at 
home. Student movements in Chinese cities 
in the later 1980s raised hopes of sweeping 
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political reform. But televised images of 
tanks in Tiananmen Square dashed Amer- 
ican dreams for a Chinese glasnost. Next, 
the common enemy self-destructed. The 
unraveling of the U.S.S.R. removed the fig 
leaf across the Pacific Ocean, and exposed 
the ideological gulf between the liberal, 
democratic U.S.—with its foreign-policy 
rhetoric of free markets and free people— 
and the Leninist, bureaucratic P.R.C.— 
which fashioned itself a 
bulwark against neoimpe- 
rialism of the communist 
and capitalist varieties. 
Without the Soviets, the 
geopolitical rationale be- 
hind U.S.-China closeness 
was no longer as compel- 
ling, and with the Chinese 
Communist Party taking 
coercive measures to re- 
strain democratic reforms, 
ideological conflict rein- 
sinuated itself at the core 
of Sino-U.S. relations. 
Had the ccP continued 
to focus on political mea- 
sures to maintain political control, as they 
did in the years immediately after 1989, the 
PRC government might not have been able 
to repair its relationship with the U.S. But 
Deng Xiaoping hit upon a far more effective 
means to sustain one-party rule and avoid 
political liberalization. His famous “south- 
ern tour” in 1992 opened the floodgates for 
outbound export manufactures and in- 
bound foreign-direct investment. With 
economic development as the organizing 
principle, China and the U.S. were able to 
find common ground for engagement. 
There was debate in the U.S.—particu- 
larly in Congress—over whether, how much 
and in what way to engage China. But the 
volume of economic activity eventually 
drowned out the most searing critiques of 
human-rights abuses or illiberal political 
practices in China. And the specter of re- 
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The U.S. criticized China over Hu Jia’s imprison- 
ment. Yet in China’s eyes, the U.S., too, has faults. 


gressing to prenormalized relations with 
one-fifth of humanity cast a long shadow 
over the White House. President Clinton 
officially delinked trade and human rights 
in 1994, granting China “permanent nor- 
mal trade relations”—in part on the Pan- 
glossian presupposition that the former 
would engender the later. 

The events of 1989 had destroyed the 
political framework for Sino-U.S. rela- 
tions, but the foundation 
was reconstituted on the 
basis of mutually beneficial 
material interest. U.S. capi- 
tal invested in China’s rapid 
growth, American consum- 
ers bought China’s cheap 
exports, and U.S. credi- 
tors—culminating in the 
Treasury and government 
agencies—sold China their 
debt. China’s entry into the 
World Trade Organization 
accelerated these trends, 
and the seven years from 
2001-08 was a frenzy of 
economic activity between 
the two countries. 

In the 1970s and ’80s, central govern- 
ment actors advanced the “normalization” 
agenda primarily for the geopolitical rea- 
son of countering the Soviet Union. But 
from the early 1990s on, Shanghai and New 
York shared central stage with Beijing and 
Washington in promoting bilateral “en- 
gagement” based on an economic rationale 
of mutual self-interest. We may now be on 
the cusp of a third phase in the develop- 
ment of U.S.-China relations. 

Two crises, global in scope, are pushing 
the U.S. and China toward a new kind of 
bilateral relations. The first is the sudden 
meltdown of the U.S. financial system and 
mounting global economic crisis. The sec- 
ond is the steady destruction of China’s nat- 
ural environment and the planetary climate 
change crisis. Economically and environ- 
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mentally, the fates of the two countries are 
increasingly intertwined—for good or ill. 
The financial crisis of 2008 may be the 
death knell for the peculiar form of eco- 
nomic synergy that sustained U.S.-China 
relations for the past 15 years. The export- 
and investment-intensive Chinese model of 
economic growth appears to be reaching its 
limits, as does American-style consumer- 
credit capitalism. In China, the revelation 
of systemic flaws in the American capital- 
finance system, and the drop in U.S. de- 
mand for Chinese goods, has the 
government scrambling 
to accelerate the domes- 
tication of economic 
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ed by aneven more daunting crisis—climate 
change. China recently surpassed the U.S. 
to become the world’s leading emitter of 
carbon dioxide, although per capita emis- 
sions in the U.S. remain over four times 
greater than China’s. The financial crisis 
reveals how the U.S.-China economic rela- 
tionship is unsustainable for both coun- 
tries; the climate crisis shows it to be toxic 
for the whole planet. And as with our fi- 
nancial problems, the environmental chal- 
lenge can only be surmounted through 
significantly enhanced collaboration. 
Asia Society’s Cen- 
ter on U.S.-China Rela- 
tions, in partnership 


growth—so that con- envi ronmental ly, with the Pew Center on 
sumer demand and cap- . Global Climate Change, 
ital flows are less China and the U.S. are recently undertook a 
dependent on the vaga- increasin gly linked— comprehensive study of 


ries of the U.S.-domi- 
nated world economic 
system. On the U.S. side, 
key economic policy makers, from Ben Ber- 
nanke to Larry Summers, have argued for 
years that the U.S. is overdue for funda- 
mental economic restructuring, increasing 
the national savings rate and weaning itself 
of foreign capital—i.e., buying less imports 
from China and selling China less debt. 

The rapid onset of a global economic cri- 
sis has created a situation of dangerous fra- 
gility for both economies. Paradoxically, 
the long-term flaw in the status quo is more 
obvious, yet the pressure to forestall the 
transition to a different model has also in- 
creased. In the short term, the Chinese still 
desperately need American demand for 
their exports—if for nothing else than to 
keep workers gainfully employed. Ameri- 
cans, in turn, will need continued Chinese 
appetite for U.S. debt in order to finance the 
bailout and stimulus. The more the two col- 
laborate in managing the transition, the 
less painful it is likely to be for each. 

The difficulty of recalibrating the U.S.- 
China economic relationship is compound- 
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how the U.S. and China 
can co-operate to re- 
duce emissions, while 
enhancing energy security and minimizing 
economic costs. The report calls for collab- 
oration in key technical arenas: low-emis- 
sions coal technology, energy efficiency 
and conservation, advanced electric grids, 
renewable energies, emissions data collec- 
tion and green technology financing. Its 
roadmap for action calls for a summit be- 
tween President-elect Barrack Obama and 
President Hu Jintao, identifying high-level 
leadership as the catalyst for wide-ranging 
collaborative efforts across government, 
industry, finance, academia and civil soci- 
ety. The report shows government and 
nongovernment actors how to advance 
Sino-U.S. environmental relations to an 
unprecedented level of collaboration. 
Robust collaboration between the U.S. 
and China, focused on addressing the eco- 
nomic and environmental challenges of 
our time, could help usher in a new era of 
open, peaceful confrontation. Confronta- 
tion—coming face to face, butting heads 
where necessary—is the complementary 
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opposite to collaboration—working togeth- 
er, and sharing the fruits of our labor. The 
trust and goodwill generated by collabora- 
tion makes honest confrontation nonthreat- 
ening; the criticisms aired and self-reflection 
triggered by confrontation makes collabo- 
ration more substantive and principled. 

The idea that collaboration and con- 
frontation support one another is moored 
deep in both the American and Chinese po- 
litical traditions. Confucius argued 2,500 
years ago that “harmony”—a term much in 
favor with the Hu Jintao government— 
arises when there is disagreement and di- 
versity of opinion: “The noble man is 
harmonious, but he disagrees; the small 
man agrees, and yet is disharmonious.” 
And at the inception of the American re- 
public, James Madison argued that dis- 
agreement was essential to collective 
decision-making, that “the spirit of party 
and faction” is integral to “the necessary 
and ordinary operations of government.” 

Americans and Chinese have plenty of 
room to enhance confrontation. Many 
Americans are critical of China for restrict- 
ing the emergence of a dynamic civil-soci- 
ety movement—even criminalizing it, as in 
the case of Hu Jia, a young father currently 
serving a four year prison sentence for so- 
cial and political activism; for resisting de- 
mocratization—limiting elections to the 
village level and detaining advocates of po- 
litical openness such as Liu Xiaobo, co-au- 
thor of Charter ’08; for suppressing the 
aspirations of the Tibetan people, and re- 
fusing to engage the Dalai Lama in a recon- 
ciliation and reform process; for ignoring 
flagrant human-rights violations by major 
trading partners. The list goes on. 

Many Chinese are critical of the U.S. 
for inhumane treatment of perceived ad- 
versaries in the war on terror—from the 
prisons of Guantanamo and Abu Ghraib to 
the villages of Afghanistan; for subverting 
the authority of multilateral institutions 
such as the United Nations and misleading 
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the international community, most nota- 
bly in making the case for the invasion of 
Iraq; for viewing developing countries on 
the rise as a strategic threat; for preferring 
war or embargo to diplomacy and engage- 
ment, among others. 

Probably the ripest area for mutual crit- 
icism is energy policy and environmental 
practice. China is the largest and fastest- 
growing polluter of the developing world. 
The U.S. is the largest and most wasteful 
polluter of the developed world. The P.R.C. 
and the U.S. should confront one another 
on the American lifestyle of mass consump- 
tion and Chinese political economy of mass 
production that, if unchecked, will drive 
our planet to ruin. This kind of confronta- 
tion will help bring our problems to light; 
solving them will require massive collabo- 
ration, on a scale unprecedented in the his- 
tory of Sino-U.S. relations. 

The political capitals and the centers of 
capital on both sides of the Pacific have a 
pivotal role to play. But in this next phase 
of collaboration and confrontation, Beijing 
and Washington and Shanghai and New 
York will not be enough. Working together 
to shift to sustainable models of develop- 
ment and consumption will demand the 
full participation of our citizenry, acting 
as individuals and families, in local asso- 
ciations, national civil-society organiza- 
tions, and international NGos. As a great 
Confucian scholar once wrote, the col- 
lapse of a regime may be a matter of con- 
cern only to its elite, but the rise or fall of 
civilization itself is the responsibility of 
every man and woman. 

Probably no one bears a greater bur- 
den, and faces as momentous a challenge, 
in bringing the modern world back from 
the brink of environmental catastrophe 
than China and the United States—gov- 
ernments, corporations and citizens alike. 
That is the great challenge around which 
the next phase of Sino-U.S. relations must 
be built. it 
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There’s long been talk of a decoupling of China and other developing economies and emerg- 
ing markets from the U.S. economy. It is now evident that this was wishful thinking. 
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With the global downturn and corresponding drop in China’s export market, domestic 
manufacturers are increasingly selling to domestic buyers. 
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Fighting the Urge 
For Protectionism 


by Fredrik Erixon and Razeen Sally 





RITICS OF “MARKET fun- 
damentalism” and “neolib- 
eral globalization” proclaim 
the end of a 30-year “free- 
market revolution.” The 
global financial crisis of 2008, they say, is 
the last gasp of unbridled capitalism. Poli- 
tics will once again take primacy over the 
market. They hail the election of Barack 
Obama as the dawn of a new Age of Gov- 
ernment and global market reregulation, in 
the U.S. and around the world. 

Undoubtedly, the global financial crisis 
has changed the intellectual climate deci- 
sively against free markets and in favor of 
government regulation. New financial- 
market regulations are brewing in OECD 
countries as well as in emerging markets. 
They concern everything from a global col- 
lege of financial regulators and stricter cap- 
italization requirements to limits on 
executive pay, directions to lend to small 
enterprises and bans on short-selling. Un- 
less current regulatory ambitions are scaled 
down, they run the risk of stifling market 
signals ard emasculating the entire global 
economy. E 

But how far will global financial-market 





reregulation spill over into wider regula- 
tory intervention in markets for goods, ser- 
vices, workers and capital? Specifically, will 
it lead to a new Age of Protectionism? 
Financial services are first in the line of 
fire. Tighter prudential controls are one 
thing, but they should be distinguished 
from market access and the rules that un- 
derpin it. There remains a strong case for 
removing protective barriers around inef- 
ficient domestic incumbents—often state- 
owned and invariably state-promoted 
banks and insurers—and exposing them to 
competition. But emerging-market govern- 
ments now have the pretext to maintain a 
cordon sanitaire against new entrants. 
Worse than stalled liberalization is the 
danger that previous financial-market 
opening will be reversed by domestic reg- 
ulatory sleights-of-hand, such as more 
onerous capitalization requirements and 
licensing procedures for foreign services 
providers. Watch out for such measures in 
China and elsewhere. And if trade-and-in- 
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vestment protectionism gathers pace in fi- 
nancial services, the chances are that it 
will creep further into other politically 
sensitive services sectors such as telecom- 
munications, retail and distribution, trans- 
port and professional services. 

Other emerging protectionist threats 
were also becoming more potent in the 
twilight of the Goldilocks global econo- 
my—the years of roaring economic growth 
before a gathering credit crunch turned 
into a full-blown financial crisis. The latter 
will likely reinforce and accelerate these 
trends. Chief among them are: 

æ The built-in protectionist backlash 
against the historic global integration of Chi- 
na and India. This is aimed overwhelming- 
ly at China. On a grander scale, it replaces 
the protectionism directed against Japan 
and other east-Asian Tigers in the 1970s 
and ’80s. In the U.S. and Eu, its symptoms 
are allegations of “unfair trade” linked to 
“currency manipulation,” bilateral trade 
deficits, hidden subsidies, and low labor 
and environmental standards. Some of 
these accusations, especially on deficits 
and exchange rates, are economic non-is- 
sues: they combine analytical illiteracy 
with a dearth of supporting evidence. But 
they are live political issues. President- 
elect Obama made repeated statements 
along these lines on the campaign trail. 

Also note that the “fear of China” and 
concomitant protectionism is not exclu- 
sively a rich-country phenomenon; it also 
features in other developing countries feel- 
ing threatened by the Chinese export jug- 
gernaut. That has played into developing 
countries’ defensiveness in the wTo’s Doha 
Round, particularly in the industrial-goods 
negotiations. 

æ Investment nationalism, often com- 
bined with energy nationalism. The United 
Nations Conference on Trade and Devel- 
opment has recorded an increase in the 
number of new laws unfavorable to foreign 
direct investment. In 2007, 24 out of 98 
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new FDI laws were considered to be less 
favorable to Fpi. That is in line with a trend 
since 2005: A quarter of all new FDI laws 
are considered unfavorable to FDI, com- 
pared with an average of 7.5% from 1992 
to 2004. These restrictions are bunched in 
energy-related sectors, but they are 
spreading to other sectors. The Chinese 
government recently tightened foreign-in- 
vestment restrictions through a series of 
regulations and “guiding opinions.” These 
are intended to protect national champi- 
ons in a range of industrial, energy and 
services sectors. 

@ The climate-change agenda, a Trojan 
horse of “standards protectionism” in the 21st 
century. The Eu has an emission-trading 
scheme in operation. The U.S. Congress 
will probably pass a similar cap-and-trade 
scheme next year. Because such schemes 
impose substantial compliance costs on en- 
ergy-intensive sectors at home, there will 
be more pressure to impose similar costs on 
cheaper, carbon-intensive production else- 
where not subject to carbon-reduction pol- 
icies. Hence the threat of trade sanctions on 
“free riders”—China in particular. 

æ The backlash against migrants from 
poor countries. Immigration reform is 
stalled in the U.S. Congress. The EU is 
about to introduce a new “Blue Card” sys- 
tem for high-skilled migrants; and there 
are calls for extra barriers against low- 
skilled workers from outside the Eu, who 
are allegedly stealing jobs from the unem- 
ployed in Europe. 

æ Increasing export restrictions. Esca- 
lating food and other commodity prices in 
2007/8 were met by a barrage of export 
tariffs, quotas and outright bans across the 
developing world. That was a harbinger, 
pre-global financial crisis, of other protec- 
tionist responses to worsening economic 
conditions. 
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forces, notably the deep linkages of 21st- 
century globalization. There is still room 
for policy choice. All the more reason to 
make a strong, evidence-based case for 
open markets, including open markets in 
financial services, and highlight the costs 
of protectionist retreat. Here historical les- 
sons of response to crises are in order. 

In the 1930s, the Smoot-Hawley tariff 
and tit-for-tat protectionism followed hard 
on the heels of the Wall 
Street Crash. This 
helped to turn reces- 
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erals, railways, airlines, shipbuilding) re- 
ceived government subsidies in the 1970s. 
Many companies were nationalized. 
Policies like “voluntary export re- 
straints,” “orderly marketing arrange- 
ments” and other mostly nontariff barriers 
were deployed to “manage trade.” The sec- 
tors that received subsidies at home also 
got protected from foreign competition. 
Through the 1980s, American car manu- 
facturers were protect- 
ed by vers that 
restricted the number of 


sion into a decade-long from the spiraling Japanese cars exported 
depression. Not sur- e to the U.S. Europe nego- 
prisingly, world leaders protectionism of the tiated a similar agree- 


have sounded alarm 
bells against a repeat of 
the 1930s. But they are 
fighting the wrong en- 
emy. Current events suggest a different, but 
still vexing, scenario: the creeping protec- 
tionism of the 1970s, rather than the spiral- 
ing protectionism of the 1930s. 

In the 1970s, oil-price hikes and other 
shocks triggered inward-looking, mercan- 
tilist policies, not least in Europe and the 
United States. Immediate policy responses 
were not massively protectionist: there was 
no equivalent of the Smoot-Hawley tariff. 
But escalating domestic interventions ex- 
acerbated economic stress and prolonged 
stagnation. Not least, they spawned protec- 
tionist pressures. Industry after industry, 
coddled by government subsidies at home, 
sought protection from foreign competi- 
tion. The result was the “new protection- 
ism” of the 1970s and 1980s. 

Then, as now, manufacturers of gas- 
guzzling cars in America faced bankruptcy. 
The U.S. Congress bailed out Chrysler in 
1979. By then the British government had 
already bailed out Rolls Royce and British 
Leyland, and Renault was saved by French 
taxpayers shortly after President Carter 
signed the Chrysler bailout. Several other 
sectors (wood and timber, energy and min- 








1930s, but the creeping 
variety of the 1970s._| 


ment with Japan in 1983. 
To further restrict Japa- 
nese exports, some Eu- 
ropean governments 
imposed “local-content requirements” on 
the cars produced in Europe by companies 
like Nissan and Toyota. Many other sec- 
tors, like semiconductors and videocas- 
sette recorders, were also protected by 
VERs or similar measures. The French gov- 
ernment even demanded that Japanese vcr 
imports enter France via Poitiers, a town 
hundreds of miles from the nearest port. 

What can be done to prevent a repeat? 
Many would look to the World Trade Or- 
ganization as the first port of call. After 
all, GATT rounds—especially the Uruguay 
Round—were launched and concluded in 
response to global economic malaise. 
Hence G20 leaders, meeting in Washing- 
ton, D.C. in November, called for the 
speedy conclusion of the Doha Round. But 
there are serious flaws to this logic. 

First, the parlous state of the wro—its 
“U.N.-ization” and the long-running farce 
of the Doha Round—makes it singularly ill- 
equipped to respond to systemic threats. 
Earlier in 2008, global commodity inflation 
was supposed to concentrate minds and 
unblock agricultural negotiations in Gene- 
va. It did not happen. Chances are that the 


AR EASTERN ECONOMIC REVIEW 





[igi 


global economic crisis will skirt round the 
WTO, without so much as a passing glance. 

Second, even a “successful” Doha Round 
would be a woefully inadequate antidote to 
the current crisis; it would hardly begin to 
tackle emerging protectionist threats. That 
is because it has been reduced to a pitifully 
low common denominator. What is on the 
table would barely liberalize trade, barely 
strengthen multilateral trade rules, and in- 
troduce lots of new “flexibilities”—code for 
extra bureaucratic complexity and exemp- 
tions from common disciplines. 

Third, if the wTo is to contain protec- 
tionism, it will have to do so in a substantial, 
medium-term post-Doha agenda rather 
than through the quick fix of an insubstan- 
tial Doha Round. The latter should be con- 
cluded swiftly or else scuppered. The main 
thing is to move on rapidly to serious busi- 
ness. A post-Doha agenda should focus on 
strengthening multilateral rules for bread- 
and-butter international commerce, rather 
than pursue the will-o-the-wisp of liberal- 
ization in big trade rounds. 

Rules and liberalization are related, but 
they are not one and the same thing. Arules 
agenda should close loopholes and tighten 
disciplines in existing agreements, e.g. on 
tariff bindings, subsidies, trade remedies 
and regional trade agreements. It should 
extend to the “Singapore issues”: trade fa- 
cilitation (already in the Doha Round), in- 
vestment, competition and government 
procurement. And it should stretch to new- 
er, pressing issues where wTo disciplines 
are very weak or non-existent, especially 
export restrictions, energy, border-security 
measures and, not least, protectionist 
threats from climate-change initiatives. 

Finally, making progress in a post-Doha 
wTo will not be possible with the whole 
membership involved. That is a recipe for 
continued blockage, and the marginaliza- 
tion and irrelevance that come with it. Get- 
ting business done will take “coalitions of 
the willing” among the one-third of wro 


members that account for about 90% of in- 
ternational trade and investment. 

The wro is not the only trade-policy 
track for containing protectionism. As im- 
portant will be the revival of unilateral lib- 
eralization, outside trade negotiations. This 
has been the main engine of trade and FDI 
liberalization across the developing world, 
especially in dynamic East Asia. China set 
the pace from the early 1990s, with others 
following through competitive emulation. 
But unilateral liberalization has stalled, not 
least in East and South Asia. Setting it on its 
legs again, especially to tackle “behind-the- 
border” regulatory barriers to trade and 
FDI, will be a powerful counter to emerging 
protectionism. This should start in China 
and other parts of East Asia. Overall, bot- 
tom-up unilateral reforms are likely to be 
more effective than top-down liberaliza- 
tion attempts through the wTo, preferential 
trade agreements and regional economic- 
integration initiatives. 

Also important will be the key bilateral 
relationships in the world economy. Three 
stand out: U.S.-Eu, U.S.-China and Eu-Chi- 
na. Trade tensions between the U.S. and 
China are hotting up again. Both sides need 
to contain mutual protectionism and deep- 
en “constructive engagement.” Similar ten- 
sions exist in EU-China relations. All the 
more reason to establish a workable equiv- 
alent of the U.S.-China Strategic Economic 
Dialogue (as envisaged in the clumsily- 
named EU-China High Level Trade and 
Economic Dialogue-Mechanism). 

Containing protectionism, and indeed 
extending open markets, will facilitate re- 
covery and lay the foundations for future 
prosperity. Fundamental policy choices lie 
before us, and the stakes could not be high- 
er. Asian policy makers may not be able to 
lead the response to global crisis, but they 
can play a vital supporting role in contain- 
ing protectionism. Or they can go with the 
flow of protectionist backsliding—and suf- 
fer the consequences. = 
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Trade Headwinds 
Under Obama 


by Greg Rushford 





OR ASIANS WHO worried 
about the disconcerting 
protectionist rhetoric that 
Barack Obama used on the 
2008 campaign trail, the 
incoming U.S. president’s early appoint- 
ments were areassuring sign that he wants 
to govern from the center. Mr. Obama 
tapped Ron Kirk as his chief trade nego- 
tiator rather than Rep. Xavier Becarra, a 
California “fair trade” Democrat who has 
tended to run with antiglobalist lobbyists 
in opposing freer trade. Mr. Kirk is a Dal- 
las corporate lawyer and a former mayor 
of that city who has supported trade ex- 
pansion. In the White House, the experi- 
enced Larry Summers, who embraced 
globalization as U.S. Treasury secretary 
under Bill Clinton, will watch over a team 
from the economic mainstream that in- 
cludes the respected New York Fed chief 
Tim Geithner, who will move to Treasury. 
President Obama will also be seeking the 
advice of such senior economic statesmen 
as Paul Volcker, the former Federal Re- 
serve chairman who successfully curbed 
rising inflation under President Ronald 
Reagan in the 1980s. 
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However, a closer look at where Mr. 
Obama and his trade team are coming 
from suggests that the initial warm-and- 
fuzzy perceptions that America’s borders 
will remain open to trade could well turn 
out to be misplaced. To get himself elect- 
ed, the new American president racked up 
more protectionist 1ous during the cam- 
paign than any of his recent predecessors. 
One way or the other, the usual suspects 
when it comes to U.S. protectionist lob- 
bies—textiles, steel, autos and agricul- 
ture—stand to get something in payback. 
Mr. Obama has expressed little interest in 
bringing the World Trade Organization’s 
Doha Round to a successful conclusion. 

And if the good news is that the Obama 
administration will try to govern from the 
center, the bad news remains that, where 
trade policy is concerned, the center has 
collapsed. Washington, D.C., has become 
the fair-trade capital of the world. Don’t 
just blame the Democrats and their allies 
in the unions. Even the pro-trade Business 
Roundtable, the Washington business-lob- 


œ» Mr. Rushford is editor of The Rushford Report, 
an online journal that tracks trade politics. 


by equivalent to Japan’s Keidenren, has 
now dropped support for completing the 
wTO Doha Round as a declared priority. 
Corporate America wants more preferen- 
tial trade deals with selected (junior) U.S. 
trading partners who are willing to give 
concessions to do business with the For- 
tune 500. 

And the recent glowing press reports 
mostly miss the fact that the perceived 
Obama free-trade team has players who 
know how to play protectionist politics 
when it suits their interests. Few remem- 
ber that during Mr. Kirk’s unsuccessful bid 
for a U.S. Senate seat in 2002, he ran as a 
protectionist who would not support “fast 
track” trade negotiating authority for 
President George W. Bush. 

Nobody is even talking about Mr. 
Obama’s new agriculture secretary, for- 
mer Iowa Governor Tom Vilsak. Mr. Vil- 
sak will be an important trade-policy 
player because he will preside over the 
U.S. farm program with its lavish subsidies 
that distort global markets. When in office 
earlier this decade, Mr. Vilsak stood for 
those lavish subsidies, and against open- 
ing state procurement bidding opportuni- 
ties to foreign bidders—the reverse of what 
federal trade officials in Washington were 
then asking trade partners from Tokyo, 
Singapore and Canberra to do. 

The U.S. farm program was justified by 
then President Richard Nixon as neces- 
sary to combat (unconscionable) European 
farm subsidies—a stance that has since 
been adopted by every American president 
for the last four decades. During the 2008 
campaign, Mr. Obama repeatedly praised 
the welfare subsidies for farmers as good 
things for the American way of life. 

While most textile quotas are history, 
the traditional high U.S. tariffs that re- 
strain clothing exports even from some of 
the world’s poorest countries like Bangla- 
desh and Cambodia remained intact. Pres- 
ident George W. Bush didn’t much like 


them, but never felt politically strong 
enough to call for their elimination. During 
last year’s race, the Obama camp refused 
to take questions on the subject. The can- 
didate of change was busy telling southern 
audiences what they wanted to hear. 

Trolling for votes in the textile state of 
North Carolina, Mr. Obama wrote a letter 
to Cass Johnson, the president of the Na- 
tional Council of Textile Organizations, 
which essentially promised that an Obama 
administration would adopt the textile 
lobby’s priorities as its own. “China must 
change its policies, including its foreign- 
exchange policies, so that it relies less on 
exports and more on domestic demand for 
its growth,” Mr. Obama wrote. “When 
safeguards on textile imports from China 
expired in 2004, imports surged and thou- 
sands of jobs were lost,” the candidate add- 
ed. He also expressed support for calls in 
the Democratic-controlled U.S. Congress 
to “monitor” Chinese clothing imports 
with an eye to gathering evidence to. roll 
them back. 

Mr. Obama’s Oct. 24, 2008 letter also 
promised that his administration would 
make it “a priority” to beef up the office of 
the U.S. trade representative to pursue 
“strong enforcement of our trade remedy 
laws at home and of our trade rights 
abroad.” He further expressed strong sup- 
port for continuing current U.S. law that 
requires that the Pentagon “procure only 
textiles made in the United States.” The 
Democratic candidate also pledged sup- 
port for the so-called “yarn-forward rule” 
in U.S. trade agreements that gives Amer- 
ica’s trading partners duty concessions for 
clothing they export—but only if those 
countries buy their fabric from U.S. sup- 
pliers (instead of countries like China). It’s 
obviously terrible economics, but the poli- 
tics work. Mr. Obama carried North Caro- 
lina on Nov. 4. 

Unite Here, the first labor union to en- 
dorse Mr. Obama, knocked on more than 
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350,000 doors to elect a president who 
would be sympathetic to the textile lobby 
in the White House. Unite’s top priority for 
the new president: Do something about 
“predatory imports” of clothing made in 
China. The United Steelworkers of America 
had more than 500 people working full- 
time in 31 states on behalf of the Democrat- 
ic candidate. More than 11,000 steelworkers 
volunteered, calling and speaking to more 
than 100,000 union 

members, mailing near- 


ly five million pieces of [ r ew remember that 
Obama’s new trade 


campaign literature. 
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na, where multinationals like Wilson 
Sporting Goods (based in Mr. Obama’s 
Chicago, but European-owned) manufac- 
ture the balls for export to America. 

And while Democratic presidential 
candidates railed against the loss of jobs 
to China before their party’s Jan. 26, 2008 
South Carolina primary, the local busi- 
ness pages were reporting that a Chinese- 
backed company named American 
Yuncheng Plate Making 
was planning to invest 
$10 million over the 
next five years to make 


“When you feel the . packaging materials 
brunt of the downturn representative ran and engraving cylin- 
in the economy and for the Senate das a ders to make textiles. 


wake up wondering if 
your job is being 
shipped overseas or 
whether you can still afford health care, 
you work like hell for change,” said usw 
President Leo Gerard greeting the elector- 
al victory. Mr. Gerard may not have picked 
Ron Kirk as U.S. trade representative, but 
he and his allies in the AFLcIO will likely 
have a big say in placing key staffers in posi- 
tions that have an impact on policies. 

Perhaps the strangest aspect of the 
American trade-policy scene involves the 
disconnect between the political pages of 
American newspapers and what’s actually 
happening in the economy as reported in 
the business pages. Even parts of the tra- 
ditionally insular American South have 
begun to prosper to the extent that they 
have embraced globalization. 

For decades, if there was a heart and 
soul of American protectionism it was 
Spartanburg, South Carolina. For the last 
half century, textile magnate Roger Mil- 
liken, a true economic nationalist, vowed 
that his Milliken & Co. would never move 
offshore to find export platforms for 
Americans. Yet these days, Mr. Milliken’s 
company makes fabric for tennis balls in 
the United Kingdom, and exports it to Chi- 


protectionist in 2002. | 
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American Yuncheng 
spokeswoman Irene 
Quiao “said the compa- 
ny chose South Carolina because of its low 
tax rates and access to key markets,” re- 
ported the Greenville News. The Chinese- 
backed plant in Spartanburg was looking 
to create at least 120 new jobs. 

Also in Spartanburg, an entrepreneur- 
ial-minded local maker of specialty beers 
called RJ Rockers Brewing Co. is busy 
carrying out major expansion plans up 
and down the east coast, from Maryland 
to Florida. “In March [2009] the company 
should be receiving new equipment from 
China that will nearly quadruple its an- 
nual production capacity,” the Spartan- 
burg Herald Journal has reported. Nobody 
complained that the Chinese equipment 
would enhance American productivity. 

And just north, in the same North Car- 
olina where candidate Obama pandered to 
fears of competing in global markets, 
change has been coming. On July 31, 2008, 
Unifi, Inc., a stalwart of the textile lobby, 
announced from its Greensboro head- 
quarters that it was creating a subsidiary 
in Suzhou, China called the Unifi Textiles 
Suzhou Co., Ltd. The joint venture will 
manufacture “value-added” yarns in Chi- 


na. While the politics in the Carolinas may 
remain backward looking, economic real- 
ities are moving ahead. 

Of course, when America’s newest 
trade cop looks around for a good locale 
for America’s next trade war, Mr. Kirk will 
find a target-rich environment in Asia. 
Consider Indonesia—the same Indonesia 
where Mr. Obama lived for four years as a 
child, the same Indonesia where millions 
rejoiced at his accession to the Oval Office. 
If the incoming trade representative has 
not yet been briefed on something called 
Indonesia’s “negative list,” that day is soon 
coming. 

The negative list refers to major sectors 
of the Indonesian economy that are closed 
to foreigners: think air express services, 
hospitals, telecommunications and dozens 
more. “The negative list is as long as a foot- 
ball field,” Myron Brilliant, the U.S. Cham- 
ber of Commerce’s vice president for Asia 
told reporters shortly before Christmas. 
When Mr. Kirk weighs in, he will have the 
support of a long list of major American 
corporations like Federal Express that are 
frustrated with Indonesia’s protectionism. 
Indonesians who danced in the streets of 
Jakarta last Nov. 4 will likely learn that 
when Mr. Obama said during the cam- 
paign that “if you want access to our mar- 
kets, you’re gonna have to open up yours,” 
he wasn’t just talking about China. 

But while some laggard Asian coun- 
tries might deserve the pressure to open 
up, the unfortunate fact remains that year- 
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in, year-out, Washington trade officials 
are guilty of the old double standard. For 
Mr. Obama, as for his predecessors, that 
means ardent defense of America’s worst 
protectionist trade rackets: textiles, sugar, 
cotton, steel, autos, shipping, and dozens 
of uncompetitive industries that will be 
seeking to hit foreigners with stiff anti- 
dumping tariffs. The Draconian U.S. anti- 
dumping bureaucracy in the Commerce 
Department that inflicts punitive duties on 
allegedly “unfairly” low-priced foreign 
products essentially runs on political auto- 
pilot, regardless of whether the Republi- 
cans or the Democrats control the White 
House. The chance that America under 
President Obama will change course and 
emulate Hong Kong, Australia, and New 
Zealand by lowering its entrenched trade 
barriers unilaterally is zero. 

Perhaps the most unfortunate thing 
about trade politics as usual in Washing- 
ton is the timing. Considering the still-de- 
veloping global recession, these are 
hardly the times for the new president of 
the United States to play the same trade 
games as his predecessors. On Nov. 5, 
2008, just one day after Mr. Obama’s land- 
slide victory, the wTo issued a report 
pointing to the dangers associated with 
shrinking global trade flows, and the in- 
evitable protectionist pressures around 
the world that have already begun to pop 
up. But in Washington, D.C., hardly any- 
one was listening even as “change” was 
being celebrated. = 








Elusive Peace in 


Mindanao 


by Jonathan Adams 





ERMOGENES “JUN” Espe- 
ron spent much of his mil- 
itary career in the 
southern Philippines 
fighting Muslim rebels. 
Now, he’s the top government official re- 
sponsible for making peace with them. 
That might at first seem odd. After all, why 
entrust the delicate peace process to a man 
who long considered the government’s ne- 
gotiating partner his sworn enemy? And 
yet there is a certain logic. Mr. Esperon’s 
long combat experience in the southern 
Philippines has convinced him that mili- 
tary means alone cannot end the conflict. 
“We simply have to be patient, and never 
give up on the peace process,” said Mr. Es- 
peron. “We can’t give up, because we know 
the alternative is going to war. I’ve been 
there—nine times—and so it’s easy for me 
to conclude that it’s not the solution to the 
problem. It’s an important part, but it can 
never solve the problem. So we will go for 
dialogue.” 

These days, though, Mr. Esperon’s job 
is something of a mission impossible. After 
ll years of on-and-off negotiations be- 
tween the government and main rebel 





group, the Moro Islamic Liberation Front, 
the peace process came to a shuddering 
halt in early August 2008. The two sides 
had reached a preliminary deal that raised 
hopes of an end to 40 years of insurgency— 
only to see the agreement blocked, and lat- 
er ruled unconstitutional by the Philippines 
Supreme Court. 

After the court’s injunction on Aug. 5, 
three MILF commanders went on a ram- 
page through Christian areas, burning 
houses and killing dozens of civilians. The 
government pulled out of the peace pro- 
cess, launched military operations against 
the three rogue rebel leaders and demand- 
ed that the MILF turn them over to face 
justice. But the MILF insists there should 
be an independent probe. It wants the mil- 
itary to halt its operations and says talks 
must pick up where they left off, with the 
agreement that was on the table in early 
August. Many in the MILF consider that 
document a done deal-—initialed but not 
formally signed by both parties. For the 
government, though, it’s a dead letter. 
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Where to go from here? No one seems to 
have good answers. The government, MILF, 
the United Nations, foreign governments 
and analysts have all urged renewed talks. 
Symbolically, a return to dialogue could 
help stabilize Mindanao, the island in the 
southern Philippines that’s the scene of 
most of the conflict. But the problem is, the 
two sides can’t even agree on what they 
should be talking about now—let alone 
how to move forward. 

The costs of the impasse are high. Up 
to 600,000 civilians have been displaced 
since August. Many still huddle in more 
than 100 evacuation camps scattered 
across Mindanao, afraid to go home. “Peo- 
ple are living abnormal lives,” said Dr. 
Reynaldo Guioguio, with the Internation- 
al Committee for the Red Cross in Manila. 
“Children can’t go to school, farms are left 
untended, nutrition is suspect.” 

Communal tensions between Muslims 
and Christians remain on a knife-edge, 
with untrained, heavily armed Christian 
civilians in some cases just a few kilome- 
ters away from the MILF. And the massive 
military presence in Mindanao is a drain 
on government coffers, at atime when the 
Philippines faces other urgent problems— 
not the least, how to weather the current 
global economic downturn. 

The impasse also threatens to compli- 
cate joint Philippines-United States coun- 
terterror efforts. These target Abu Sayyaf, 
a home-grown terror outfit that has kid- 
napped and beheaded (in one case) foreign 
tourists, and members of Jemaah Islami- 
yah, the Indonesia-based terror network 
responsible for the 2002 Bali bombings. 
The U.S. has kept the MILF off its list of ter- 
ror groups, and in 2005 and 2006 the MILF 
actually cooperated with the Philippines 
military to hunt.down and root out radical 
terrorists and other “criminal” elements. 
But when the peace process broke down, 
so did that cooperation. 

The MILF firmly denies involvement in 
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attacks on civilians or other terrorism. It 
has even suggested that the government, 
wanting to create unrest and a pretext to 
crack down on the MILF, was be behind re- 
cent bombings in Mindanao. It also denies 
links to 31 or Abu Sayyaf. But the Interna- 
tional Crisis Group and others have docu- 
mented ties between radical MILF 
commanders—especially one of the three 
rogue rebel leaders, the Saudi Arabia-edu- 
cated Commander Umbra Kato—and for- 
eign jihadis. The current impasse could 
reactivate and strengthen such links; in- 
deed, recent comments from the Philip- 
pines military and government suggest 
they believe it already has. The breakdown 
in the peace process is giving terrorists 
time to regroup. 

“When the government isn’t running 
after them, it may be an opportunity for 
them to reconsolidate, or a group could ex- 
ploit the situation,” said Aboud Syed Ling- 
ga, director of the Cotabato City-based 
Institute of Bangsamoro Studies. “These 
are major threats.” 


A Garrisoned Land 


HERE IN WESTERN Mindanao, 1,300 kilome- 
ters southeast of Manila, the fertile coconut 
and rice fields are criss-crossed with a 
heavy military presence. M-16-armed sol- 
diers stand on the tarmac at the Cotabato 
City airport. Trucks bristling with soldiers 
roar at high speed down banana-tree-lined 
roads. And government howitzers dot the 
countryside, guarding Christian farmlands 
and communities from MILF attacks. Since 
August, the military has hunted the three 
rogue rebels, but with little success. 

In his modest home in Cotabato City, 
MILF spokesman Eid Kabalu insisted the 
MILF still controls the three men (analysts 
question that). He said the three were 
shaped by acycle of hate in a harsh environ- 
ment. Take Abdullah Macapaar, better 
known as Commander Bravo. He’s the MILF 
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leader accused of some the worst attacks on 
Christian civilian areas. Mr. Kabalu said 
that Mr. Bravo’s family members were vic- 
tims of Christian vigilantes—the Ilaga— 
when all-out communal war raged in 
Mindanao three decades ago. “He has a vi- 
olent background,” explained Mr. Kabalu. 
“His father, mother, brother and sister were 
butchered by the Ilaga in the 1970s. So you 
can conclude what kind of person he is.” 
Bringing men like Commander Bravo 
into the peace process is no easy task. And 
the breakdown in talks has made it even 
more difficult, by seem- 
ing to justify MILF hard- 
liners’ skepticism about 
the utility of negotia- 
tions. Still, in comments 
that echoed Mr. Esper- 
on’s, Mr. Kabalu insist- 
ed the MILF stood for 
peace. He noted that 
only one or two mem- 
bers of the MILF’s 10-person central com- 
mittee opposed the Aug. 5 deal, and said 
the MILF’s military wing had only one vote 
on the committee. “We are committed to 
a peaceful resolution of the problem.” 
According to Mr. Kabalu, the main 
sticking point in talks with the govern- 
ment remains “ancestral domain.” That is, 
how much territory will become part of an 
expanded, autonomous area for the Moros 
(as the Muslims in the southern Philip- 
pines call themselves)? The Aug. 5 deal 
would have enlarged an already-existing 
area in Mindanao and nearby islands, and 
expanded Moro control over resources 
and revenue. Under that deal, some Mus- 
lim-majority communities adjacent to the 
current Autonomous Region of Muslim 
Mindanao (ARMM) looked set to join it and 
so create a larger Bangsamoro (Moro Na- 
tion) Judicial Entity (BJE). Other nearby 
areas were to be subject to 25 years of pro- 
Moro affirmative action programs, to be 
followed by a plebiscite on joining the BJE. 


E The two sides can’t 


even agree on what 
they should be talking 
about, let alone how to 
move forward. 


The BJE authorities would retain 75% of 
tax revenues, passing only 25% on to Ma- 
nila—a major breakthrough for Moro ac- 
tivists insisting on meaningful autonomy. 
And it would have control over natural 
gas, possible oil fields and other resources. 
All sides emphasize, though, that the doc- 
ument was only a preliminary deal, with 
many details to be ironed out later. 

By many indicators Muslim Mindanao 
is the poorest part of the Philippines. For- 
eign donors, including the U.S., have 
poured hundreds of millions of aid dollars 
into the region, and 
dangled the carrot of 
even more post-peace- 
deal assistance. Other 
countries like Australia 
have also chipped in. 
The logic behind such 
aid: poverty and under- 
development create the 
lawless swamp in which 
both rebels and terrorists thrive. 

But some in Mindanao insist the prob- 
lem is not, fundamentally, an economic 
one. “Any effort at peace without digging 
out the roots of the problem is just a tem- 
porary solution,” said Raby Angkal, a 
spokesman for the Mindanao Alliance for 
Peace, in an interview in Cotabato City. 
“The solution must be political. And the 
problem is rooted in the injustice of the 
Filipino government toward the Bangsam- 
oro.” 

After Islam took hold in the southern 
Philippines beginning in the 13th century, 
sultanates arose, with counterparts in 
neighboring Malaysia and Indonesia. 
When the Spanish colonizers arrived in the 
16th century, they dubbed these people 
Moros and noted their stubborn refusal to 
submit to Spanish rule. The U.S. encoun- 
tered the same fiery resistance when it 
tried to “pacify” the Philippines after win- 
ning the Spanish-American war in 1898 
and annexing the archipelago. 


After fighting the Spanish and the 
Americans, in the 1960s the Moros took up 
arms against what they viewed as the new 
colonizers—the Manila-based Philippines 
government. At first they fought for inde- 
pendence. But two of the main rebel groups 
(the MILF and its parent group, the Moro 
National Liberation Front), have since set- 
tled for the goal of meaningful autonomy. A 
Muslim autonomous area was created in 
1990, and the MNLF made peace with the 
government six years later. But the deal 
they got wasn’t good enough for the MILF, 
which continued the armed struggle. Final- 
ly, after 11 years of talks and decades of re- 
bellion that have killed an estimated 
160,000, the MILF signaled its willingness 
to lay down its arms. They agreed to the 
Memorandum of Agreement on Ancestral 
Domain (MOA-AD), due to be signed Aug. 5. 

Some observers say the government’s 
retreat from that deal, after extensive ne- 
gotiations, amounts to treachery. “This 
was just one more injustice against the 
Bangsamoro people,” said Mr. Ramy. “The 
MOA-AD is a balanced document, between 
self-determination for the Bangsamoro 
people and the interests of the Philippines 
government. It’s just a roadmap—but it’s 
the best road to reaching a final resolution 
of the conflict.” 


Skeptical Settlers 


CHRISTIAN LEADERS IN Mindanao would 
beg to differ. They say they were not suffi- 
ciently consulted on the deal, which would 
have directly affected some of their com- 
munities. 

Loreto Cabaya, mayor of Aleoson Town 
in Cotabato province, said MILF rebels led 
by Commander Umbra Kato began ap- 
pearing near Christian farmlands in late 
June in an attempt to intimidate locals and 
grab their land ahead of the deal. Later 
they fired on unarmed Christian farmers, 
killing one elderly woman in cold blood on 
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Vetaliano Calugas, 59, pictured here, with other Christian vigilantes 
in Aleosan town of Mindanao, Philippines. 


her rice field in July, he said. He added the 
conflict wasn’t as simple as Muslim against 
Christian and claimed MILF rebels burned 
some 600 homes in the area—400 of which 
belonged to Muslims seen as sympathetic 
to the government, or involved in nasty 
clan disputes (rido) with MILF leaders. 

In response, 450 civilian volunteers in 
Aleosan took up arms to fight the Muslim 
rebels. “We want them to respect us,” said 
Mr. Cabaya, in an interview at his spacious 
office. A bodyguard cradled an M-16 as- 
sault rifle on a balcony behind him. “They 
want our piece of land—we want our piece 
of land too. That land was acquired legally 
from the fathers of the MILF.” 

Encouraged by the government, Chris- 
tians from the central Philippines settled 
in Mindanao in large numbers, especially 
after World War II. They bought land 
from Muslims. One such settler was Mr. 
Cabaya’s father, a jack-of-all-trades (bar- 
ber, carpenter, tailor) who moved here in 
1968 from the central Philippines island 
of Negros with his wife and then three- 
year-old son, seeking “greener pastures,” 
Mr. Cabaya said. Now, their land is at the 
heart of a territorial dispute: is it right- 
fully theirs, or is it part of an “ancestral 
domain” that should revert to a Muslim 
autonomous area? 

Christian settlers like Mr. Cabaya say 
the government shouldn’t give in to the 
MILF’s demands because the MILF will only 
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be satisfied with independence. “We’re 
still anxious that there will be a forthcom- 
ing attack, because there’s no peace agree- 
ment,” said Mr. Cabaya. “So we’re really 
pessimistic.” 

Despite tensions, analysts say the like- 
lihood of major military conflict is low. 
“Both sides are pretty exhausted,” said 
Scott Harrison, managing director of the 
Hong Kong-based consultancy Pacific 
Strategies and Assessments. “The govern- 
ment doesn’t have the manpower, financial 
resources, or ammunition to launch all-out 
war against the MILF.” But after the Su- 
preme Court ruling, there’s no clear way 
out of the impasse. Amending the Consti- 
tution would pave the way for a deal simi- 
lar to what was on the table last August, 
but enacting that change won't be easy. 

“In the end, the only way a deal will 
ever be palatable is if you amend the Con- 
stitution to make it legal,” said Mr. Harri- 
son. “But frankly, you're not going to get a 
majority in Mindanao to agree to that. Be- 
cause there’s no longer a Muslim majority 
in Mindanao—it’s a Christian majority. 
That makes me and a lot of other observers 
pessimistic that you can ever come up with 
a solution that will satisfy both sides.” 
Without first amending the Constitution, 
the MILF will have little faith in the admin- 
istrations’ ability to deliver on its promis- 
es. “What guarantee can the government 
make that if an agreement is reached, it 
won't again be defeated by the court?” said 
the Institute of Bangsamoro Studies’ Mr. 
Lingga. 

Meanwhile, the Manila government’s 
inability to deliver a deal risks polarizing 
the conflict. “If the Philippines communi- 
ty cannot accept compromise, there will 
be some sectors of the Bangsamoro people 
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who will say, ‘Let’s not compromise any- 
more,” said Mr. Lingga. “And that would 
push both sides to extremes.” That’s why 
the government and MILF must return to 
the table. 

The first problem is bringing the three 
rogue MILF commanders to justice, per- 
haps in parallel with a probe into alleged 
human-rights abuses by the Philippines 
military since August. Meanwhile, amid 
mounting violence, a top priority for the 
military and police should be hunting 
down foreign jihadis—especially JI opera- 
tives~—who may try to exploit the current 
unrest. After that, small, incremental 
agreements may be the best way forward— 
not the sweeping deal promised by the 
Aug. 5 document. That document gave a 
picture of what a final solution to the 
Mindanao conflict might look like. But the 
government has much work to do if it is to 
address the Christian communities’ con- 
cerns along the way. 

There’s some hope that broader Consti- 
tutional change might ultimately provide 
the way forward. It could lower the legal 
barriers to a deal in Mindanao by moving 
the entire nation—not just Muslim 
Mindanao—to a federalist system with ex- 
panded autonomy for all provinces and lo- 
calities. One such proposal for federalism 
is now in the Senate. Unfortunately, the 
current administration’s numerous critics 
see any attempt to change the Constitution 
(dubbed “cha-cha” for “Charter Change”) 
as cover for a bid by President Gloria Ma- 
capagal-Arroyo to extend her term. That 
means such a revision will most likely have 
to wait until she steps down (and if she 
steps down, say cynics) in 2010. Until then, 
the task for both sides is to keep the peace 
process on hold—but not abandoned. @ 
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A Plea to Pakistan: 
Fix Your Economy 


by Jesus Felipe and Juan Miranda 





AKISTAN’S POLITICAL AND 
economic environment is 
complex. However, the new 
government must realize 
that they have only a nar- 
row window of opportunity to shift the 
country’s path to a growth model leading to 
modernization of the economic base. 

While there are short-term problems in 
need of attention, in the medium- to long- 
term the key objective should be to up- 
grade and diversify the country’s backward 
economic base away from low-productiv- 
ity agriculture and low-end textiles. To 
achieve this, Islamabad needs to imple- 
ment a coherent and credible program of 
modernization in the form of an industrial 
policy plan, at the center of which must be 
the strategic collaboration of public and 
private sectors. This should be developed 
by ajoint team from relevant departments, 
e.g., Planning Commission, Finance and 
Industry. 

Pakistan is going through a difficult pe- 
riod in its history. Extreme political uncer- 
tainty, macroeconomic imbalances and 
commodity inflation during the second half 
of 2007 and the first half of 2008 have com- 





bined to pose a serious threat to the coun- 
try. After months of struggle, in November 
2008 Pakistan had to knock on the door of 
the International Monetary Fund to avert 
a default on its international debt obliga- 
tions. This does not mean, however, that all 
is lost. The situation requires skillful policy 
making. However, the question is: Are Pak- 
istan’s policy makers up to the task? 
Developing countries have to know 
when and how to break with the past. Al- 
though Pakistan is blessed with fertile 
cropland—it inherited the world’s largest 
irrigation system from the British—its 
growth model for decades has prevented 
the country from achieving the success that 
East Asian countries have experienced 
since the mid-1960s. Pakistan’s model can 
be referred to as “elitist growth.” In this 
model, economic and political power is ef- 
fectively controlled by a small group of 
elites, with the market, state and institu- 
tions rigged in their favor. These elites, 


ao Messrs. Felipe and Miranda are principal 
economist and director general, respectively, in 
the Central and West Asia Department, Asian 
Development Bank. The views expressed in this 
article are their own. 


ee - 


which include rich landowners, do not sup- 
port investment in human capital for the 
masses and as a consequence, Pakistan’s 
human-resource base is very weak. Since 
this model creates a fragile economic struc- 
ture and institutions, it leaves the country 
vulnerable to the impacts of globalization, 
including increasingly tough international 
competition. This is most clearly reflected 
in Pakistan’s very poor export performance 
and loss of market share. 

Pakistan’s policy makers must alter the 
country’s growth model and implement a 
version of the kind that transformed East 
Asia over the span of three decades from a 
group of backward economies into mod- 
ern industrial and service centers. This 
must be Pakistan’s objective for the next 
two decades. Today, governments are eval- 
uated by their capacity to deliver, not by 
their political views or predicaments, and 
Pakistan’s policy makers must now start 
delivering to the 160 million citizens to 
whom they are accountable. They will 
have to face vested interests, even within 
the government itself, that oppose change. 
Indeed, why should the wealthy and influ- 
ential landowners tax themselves to pro- 
vide schooling when they see no obvious 
benefit to agricultural production? The 
answer is that if they do not do it, sooner 
or later their privileged position will be 
challenged. 

Policy makers in Pakistan face four in- 
terrelated problems that need their imme- 
diate attention. The first is the deterioration 
in macroeconomic conditions. During fiscal 
year 2007-08, the fiscal- and current-ac- 
count deficits reached worrying levels of 
7% of app and 8.4% of GDP, respectively. The 
second problem is structural in nature. Al- 
though services are the largest sector of the 
economy, Pakistan is mainly an agrarian 
economy. However, agricultural output 
growth is low and the reallocation of labor 
from agriculture into industry and services 
contributes little to overall labor productiv- 


ity growth. More than 40% of the labor 
force is employed by the agricultural sector 
and on very low wages. Prosperity and de- 
velopment will occur only when this sector 
grows and when industry and services can 
absorb the huge surplus of agricultural la- 
bor by offering decent jobs. Moreover, Pak- 
istan’s manufacturing sector, concentrated 
in textiles, shows little sign of upgrading its 
technology or diversifying. 

Thirdly, unemployment and underem- 
ployment are permanent fixtures of the 
Pakistani landscape. During the past few 
years, the percentage in total employment 
of “unpaid family workers” (i.e., members 
of a family effectively working but not get- 
ting a salary) has increased, and today this 
group represents more than a quarter of 
all those employed. The lack of access to 
productive and decent employment for 
large segments of the population is the 
main cause of poverty in the country. Pak- 
istan’s low level of structural transforma- 
tion is adding to the problem. Industry 
does not create employment and, there- 
fore, workers shift from agriculture into 
low-productivity services jobs. However, 
the services sector is not creating enough 
employment to absorb both those moving 
from other sectors and new entrants into 
the labor force. 

The fourth problem is social. Pakistani 
society suffers from social backwardness, 
scoring poorly in health, education and fer- 
tility indicators based on its per capita in- 
come. The country is afflicted by great 
divides at many levels, e.g., income, gender, 
regions, religion and language. 

It is difficult for a country with these 
characteristics to sustain a high growth 
rate and thus avoid the boom-bust cycles 
that have characterized Pakistan’s econom- 
ic performance for decades. What can Pak- 
istan policy makers do? The IMF support 
program was signed in November 2008 and 
time will tell if it helps or just complicates 
the present situation. It must be noted that, 
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in the past, Pakistan did not complete all 
IMF programs. Tough measures must be 
implemented, but fiscal and monetary aus- 
terity will only aggravate existing prob- 
lems. In Pakistan’s current context, 
stabilization policy cannot be separated 
from growth policy. A failure to reduce im- 
balances may hurt growth, but stabiliza- 
tion, in the sense of price stability and fiscal 
adjustment, will not necessarily lead to eco- 
nomic growth. While fiscal discipline helps 
maintain low inflation, it also acts as a de- 
flationary force as it leads to excess capac- 
ity and unemployment. In 
the short term, it will be 
very difficult to slash the 
budget deficit, as this may 
create social unrest. The les- 
sons of the pain inflicted to 
some countries during the 
international crises of the 
1990s and early 2000s 
should not be forgotten. 
Pakistan is in need of a 
carefully thought out medi- 
um-term program of indus- 
trialization, upgrading and 
structural change. ADB is 
working on an innovative program with 
Pakistan’s government that, if properly in- 
stituted, should help put the country on the 
right path. The new economic team must 
seize this momentum for change and im- 
plement a growth strategy that leads to the 
transformation of the economy in the di- 
rection taken by successful Asian countries. 
Much needed reforms in areas such as tax- 
ation (withdrawal of concessions and ex- 
emptions given to the rich), energy policy, 
and elimination of subsidies to some rent- 
seeking industries, with a view to fostering 
competition, should be undertaken with 
this objective in mind. This requires good 
policy, as the market will not do it alone. A 
well-developed plan in the form of an in- 
dustrial policy program, understood as a 
plan for strategic collaboration between 





Pakistani Prime Minister Yousuf Raza Gilani 
must urgently address serious economic woes. 
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public and private sectors, will be an im- 
portant tool for change. Industrial policy 
is not about “picking the winners” (some 
favored sectors believed to be key) but 
about public and private sectors jointly 
identifying new activities where Pakistan 
can excel. It is also a process of identifying 
the market failures that impede the struc- 
tural transformation of the economy and 
removing constraints. This requires stra- 
tegic collaboration between public and pri- 
vate sectors, as well as the development of 
the appropriate institutions for change. 
Exports must be at the 
center of this development 
strategy. While textiles and 
clothing will remain a vital 
export sector in Pakistan, 
they cannot be the engine 
of growth. ADB’s research 
on the level of sophistica- 
tion of Pakistan’s exports 
(i.e., the degree to which 
the export structure resem- 
bles that of developed coun- 
tries) indicates that until 
1995 the share of exports of 
“fabrics, woven of continu- 
ous fibers,” a product with medium-level 
sophistication, was increasing (and had 
reached about 11% of total exports). How- 
ever, afterwards, this share declined dra- 
matically and today its contribution to total 
exports is very small. On the other hand, 
the share of, for example, “linen and other 
furnishing articles,” with a much lower 
level of sophistication, has increased 
steadily and today it represents almost a 
quarter of Pakistan’s total exports. 
Pakistan’s problem is not only that it 
continues to remain narrowly focused on 
textiles, but that its export structure has 
shifted to substantially less sophisticated 
textiles. Diversification needs to be given 
the highest priority. This is the only way 
to achieve sustained high growth rates 
and create productive and decent employ- 
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ment. The plan has to be realistic—Paki- 
stan will not be able get into the 
electronics sector like Malaysia or Singa- 
pore in the next few years because it does 
not have the capabilities required—and 
based on the identification of a feasible set 
of activities that Pakistan can develop, giv- 
en its current capabilities. For example, 
some of the products that Pakistan should 
consider exporting in larger quantities are 
medicaments, pneumatics, plastic packag- 
ing containers and frozen meat. These are 
products that require capabilities similar 
to those Pakistan already has but whose 
exports are negligible. These products 
have a significant level of sophistication. 
Private and public sectors should jointly 
analyze why the country does not already 
export these products (and many others). 
It is crucial to increase the quality of dia- 
logue between exporters who know the 
real problems in their sectors and the pol- 
icy makers who can directly help. 

What are the essentials of the industri- 
alization program that Pakistan needs? 
First, there must be a strong national com- 
mitment and for this to happen, the coun- 
try’s political leadership must explicitly 
acknowledge it. Second, the country must 
establish high-level coordination and de- 
liberation councils, and the authority for 
carrying out industrial policies must be 
vested in agencies with demonstrated 
competence. Third, mechanisms of trans- 
parency and accountability must be put in 
place. Fourth, public support must target 
activities, not sectors; incentives should be 
provided only for “new” activities; activi- 
ties that are subsidized must have the clear 
potential for providing spillovers and dem- 
onstration effects, and should be activities 
that have the capacity to renew them- 
selves, so that the cycle of discovery be- 
comes an ongoing one. Fifth, there should 
be clear benchmarks for success and fail- 
ure. And finally, there must be a built-in 
sunset clause to prevent incentives re- 
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maining in place forever. 

It is fundamental that the main stake- 
holders in this process be simultaneously 
involved. These are entrepreneurs and gov- 
ernment policy makers in the relevant Min- 
istries. Each plays a key role in the design 
and implementation of a successful indus- 
trial policy program. While the govern- 
ment must show political commitment to 
structural change, policy makers will have 
to design and coordinate the program, and 
entrepreneurs will have to carry it out. In 
the final analysis, the plan will only succeed 
if existing firms upgrade into higher tech- 
nology activities and new firms develop in 
new areas. For this reason, the agencies 
promoting the program must maintain 
channels of communication with the pri- 
vate sector. The key to a successful trans- 
formation of Pakistan’s economy lies in 
embedding private initiative in a frame- 
work of public action that encourages re- 
structuring, diversification, and 
technological dynamism beyond what mar- 
ket forces on their own are capable of gen- 
erating. This program will also contribute 
to the gradual elimination of unemploy- 
ment and underemployment. 

Finally, there is the much-needed social 
transformation of the country. The elite 
must realize that it will not be possible to 
progress when social indicators such as in- 
fant mortality and female primary and sec- 
ondary enrollment levels remain among the 
lowest in the world. Female literacy is also 
at the bottom of the international league, 
and the country suffers from the problem 
of “missing women” (relatively low female 
population), a consequence of various forms 
of gender discrimination. These are all is- 
sues that must be attended to. 

Pakistan’s policy makers have a tough 
job ahead of them. If opportunities for 
change and modernization are not seized, 
the economic situation will continue to de- 
teriorate. Should this happen, the conse- 
quences could be disastrous. W 
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China has not been immune to the global economic downturn and 


some foreign investors are rethinking their strategy. Opportunities 
still exist, but investors may have to look in some less obvious places. 


The Race for 
‘Small’ Town China 


by Bruno Lannes and 
Larry Zhu 


FUNNY THING HAPPENED to glob- 
al consumer-products companies 
pegging future growth in China’s 
biggest cities: competitors had the same 
idea. In Shanghai and Fuzhou, the retail 
space per household ratio now exceeds that 
of France and other developed countries. 
And the cost of advertising to stand out 
from the crowd is taking its toll on compa- 
nies’ operating margins in China, causing 
them to lag behind their global margins. 
That’s why multinationals have started 
looking to mainland China’s more than 300 
Tier-2 cities—120 of them have populations 
over one million—and approximately 1,200 
county-level Tier-3 cities. The race is now 
on to sell in places like Yantai, Shaoxing, 
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Wuxi, where middle-class incomes are ris- 
ing the same way they rose in Tier-1 cities 
earlier in the decade. China’s Tier-2 cities 
now represent about 88% of the country’s 
GDP. As a group, those cities experienced a 
12-fold increase in household disposable in- 
come per capita in the years 2002-06, while 
retail sales rose 79%. By comparison, in 
Tier-1 cities household disposable income 
rose 61% and retail sales increased by 80% 
in the same period. 

China categorizes cities into the follow- 
ing administrative levels—four municipal- 
ity directly under the Central Government 
(Beijing, Shanghai, Tianjin and Chongq- 
ing), 27 provincial capitals (Guangzhou, 
Hangzhou, Chengdu, etc.) and 310 prefec- 
ture cities. Within the municipality, pro- 
vincial capitals and prefecture cities’ 
territory are 856 city associated districts, 


oxo Mr. Lannes is a partner in Bain & Company’s 
Shanghai office and head of the Greater China 
Consumer Products practice. Mr. Zhu is a part- 
ner in Bain & Company’s Shanghai office. 
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369 county-level cities and 1,600 counties. 
When doing business in China, multina- 
tional companies adopt different ways to 
prioritize these city markets according to 
their specific criteria, Acommon approach 
is to put the four municipalities, 27 provin- 
cial capitals, and a handful prosperous pre- 
fecture cities such as Shenzhen, Dalian and 
Ningbo into Tier 1, the more than 300 pre- 
fecture cities into Tier 2, the 1,200 city as- 
sociated districts & county-level cities into 
Tier 3, and 1,600 counties into Tier 4. 


ODERN TRADE IS quickly making 
its way into these reaches as re- 
tailers, nearing the limits in Chi- 
na’s larger cities, accelerate plans to expand 
into Tier-2. In October 2008, France’s Car- 
refour announced it will 
open an outlet in Nan- 
chong, in Southwestern 
China’s Sichuan Prov- 
ince. It will be the first 
time the company set up 
business in a Tier-2 city 
since first entering the 
province in 1999, Mean- 
while, U.S.-based Wal- 
Mart, watching consumers in its home 
market pull back on spending due to the 
economic slowdown, is targeting growth 
in China’s smaller cities. Of the 30 stores 
the retail company opened in 2007, only 
two are in Shanghai and Beijing. While the 
global downturn has slowed China’s 
growth to the lowest levels in five years, 
the country’s November retail sales rose 
20.8% over last year. China remains a 
bright spot for global retailers. At the start 
of 2009, consumer spending over the three- 
day New Year holiday increased 13% year- 
to-year, boosted by retail discounting. Only 
the luxury goods market experienced a de- 
cline. Development of modern trade from 
the likes of Carrefour and Wal-Mart is pav- 
ing the way for branded goods. 

Mars, Inc., the clear chocolate market 
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[ The appeal of China’s 
smaller cities to MNCS 
is rapidly growing but 
there’s no one-size-fits- 

all entry strategy. | 


leader in China—now sells its bars in 600 
cities. But China’s second land grab is 
trickier than the first, raising such issues 
as choosing from among hundreds of cit- 
ies, determining the right product mix for 
regions that have not fully embraced mod- 
ern trade, figuring out how to make the 
most of advertising investments in cities 
that lack scale, and crafting a distribution 
strategy that relies on the most effective 
mix of direct and nondirect distributors. 
Market leaders have learned that there’s 
no one-size-fits-all strategy for China’s 
second-tier cities. They’re advancing into 
the mainland one city at a time. Here’s 
how some of the most successful multina- 
tionals are doing it. 

æ Identifying only the best cities to en- 
ter. Before setting foot 
in a new city, compa- 
nies analyze the cost of 
competing by tackling 
such crucial issues as 
whether existing prod- 
ucts need to be recon- 
figured or new products 
developed to meet the 
city’s unique mix of 
traditional and modern trade channels. 
They also calculate the cost of advertising 
to establish their brands as market leaders, 
and assess distribution obstacles and op- 
portunities. With this information in 
hand, consumer-product makers can then 
develop individual strategies tailored to 
each city or region’s characteristics. 

Unlike its competitors who launched 
expensive, rapid expansion throughout 
China based on city size and wealth, 
Shanghai Danone Biscuits targeted re- 
gional clusters, an approach that allowed 
it to maximize distribution, advertising, 
and product picks for local consumers. For 
example, after establishing itself in Shang- 
hai in the late 1990s, Danone took advan- 
tage of the city’s advanced distribution 
infrastructure to expand into about a doz- 
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en neighboring cities in the Jiangsu and 
Zhejiang provinces. Over the next several 
years, Danone built up distribution to 
about 25,000 outlets in the region. This 
cluster strategy allowed it to reduce adver- 
tising costs because ad buys in hub cities 
were seen by customers throughout the re- 
gion. Danone also cut supply-chain costs 
by piggy-backing off its sophisticated 
Shanghai operation, within 350 kilometers 
of its Tier-2 and Tier-3 cities. And, it was 
much easier for Dan- 
one to tailor its product 
line to local tastes and 
streamline its offerings 
since consumers had 
similar preferences 
within the cluster. Be- ™ 
fore Groupe Danone’s 
global biscuit business 
was acquired by Kraft 
Foods Inc., its share in 
eastern China was 
about 27%—twice the 
size of its nearest com- 
petitor. 

æ Determining the 
right mix of products for 
all trade channels. After 
deciding to enter a city, companies need to 
select the right product mix given the pop- 
ulation’s local preferences and incomes, 
and determine how and where they should 
be sold. Historically, multinationals have 
ignored traditional outlets that cater to 
lower-end shoppers, but in smaller mar- 
kets, traditional grocery stores and Mom- 
and-Pop stores capture a higher share of 
the wallet—and often yield higher margins. 
They also typically are less expensive to 
serve than modern channels, especially hy- 
permarkets, which may come with such 
costs of Western-style retailing as listing 
fees, tougher trading terms and expected 
merchandising and promotional support. 
To reach shoppers in China’s traditional 
channels, in 2003 L’Oréal acquired Mini 
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Nurse, whose low-end cosmetics were sold 
through about 180 distributors and in 
300,000 outlets throughout China. Before 
the acquisition, L’Oréal had low brand rec- 
ognition in China’s Tier-2 cities. By tapping 
into the Mini Nurse network and getting its 
products on the shelves of traditional stores, 
the company raised its national brand rank- 
ing from 11th place to second place. 

æ Maximizing advertising spend by 
making the right trade offs. As they enter 
Tier-2 cities, global 
companies also need to 
reassess where and 
how to invest their ad- 
vertising. A company 
can advertise its brand 
in Tier-2 cities for less 
than half of what it 
It 
might be worth divert- 
ing funds to pursue 
market leadership in a 
smaller city—if the oth- 
er signs are positive. By 
quantifying the level of 
competition and sales 
potential, companies 
can prioritize the most 
cost-effective cities in which to advertise 
and also determine the optimal mix of ad- 
vertising and trade or consumer promo- 
tions. If anything’s clear in China it’s that 
consumer product companies can’t afford 
the expensive mistake that many made in 
the past of focusing on a few cities where 
intense competition dilutes the impact. 

In 2000, Mars started testing different 
marketing approaches in northeast China 
for Snickers, advertising in four targeted 
cities. By 2003, its Snickers bar had become 
the No. 2 chocolate brand in the region with 
12% share. Based on Snickers’ growing suc- 
cess, Mars expanded its rollout to other 
Chinese regions the following year, and ad- 
vertising spend increased nine fold from 
2000 levels. Snickers now is the clear No. 2 
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national brand in China, even though its ad- 
vertising coverage is not yet national. 

æ Identifying a direct versus nondirect 
distribution strategy. Companies entering 
China’s Tier-2: need to determine when it 
makes sense to sell directly to trade chan- 
nels and when it’s more effective to use 
wholesalers. Companies often achieve bet- 
ter service levels selling and distributing 
directly, but the volumes for Tier-2 cities 
may not justify going direct. Meanwhile, 
there are no national wholesalers in China, 
and barely regional ones. In fact, companies 
like Kraft and Mars each work with sev- 
eral hundred wholesalers. Companies often 


need to select more than one wholesaler or 
distributor for each city they want to enter, 
to cover different channels and city sub- 
urbs, or to accommodate the special rela- 
tionships that some wholesalers have with 
retailers and not with others. Managing the 
wholesaler relationship becomes important 
because most wholesalers are not exclusive 
to a particular company’s brands. 

Mars, L’Oréal and a few other multina- 
tionals have lived by a mantra that many 
players are only starting to learn: you can’t 
win in China without discovering how to 
win in places like Yantai, Shaoxing and 
Luoyang. = 


Gold in China’s Rural Hills 


by Lynette Ong 


F YOU ARE wondering where to 
park your investments as global fi- 
nancial markets tumble, rural 
credit in China may offer a silver lining. 
But, it’s important to make the right pick 
from a basket of good and bad eggs. 

The rural financial market in China 
serves the financial needs of 750 million 
farmers and a growing number of vibrant 
small- and medium-sized enterprises in a 
vast area covering 2,800 counties, 40,000 
townships, and at least 400,000 villages. 
While it is traditionally not on the radar of 
profit-seeking investors, the recent market 
liberalization introduced by the central 
government is changing that. Competition 
is being introduced to the 35,000 rural 
credit cooperatives (Rccs) that monopolize 
the sector around the country, even though 
most of them operate inefficiently and car- 
ry huge nonperforming assets. 

As of July 2008, 30 township and village 
banks (cunzhen yinhang) were being set up 
in various rural locales, and the number is 
expected to double by the end of 2008. 
These rural banks have full banking licens- 
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es—they can issue loans, take deposits, and 
go the whole nine yards in terms of offering 
financial services, though rural China may 
not be ready yet for sophisticated products. 
Nonetheless, this represents a great change 
in the attitude of China’s central banking 
officials who have traditionally been ob- 
sessed with where farmers keep their hard- 
earned savings~—an issue inherently 
connected with political stability in the 
countryside. Chinese history is filled with 
cases of peasant revolts when poor farmers 
lost their nest eggs. After being in China for 
a decade or more, many NGOs or NGO-oper- 
ated microfinance programs are still not al- 
lowed to accept savings from farmers, 
which means they have to obtain their 
funding from charitable sources. 

These newly established township and 
village banks face almost no ceiling on lend- 
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ing rates, which is another breakthrough 
from a major problem that besets rural 
lenders in China. Like the commercial 
banks in the big cities, the township and 
village banks are allowed to float the lend- 
ing rates up to four times that of the central 
bank’s base rate. This gives them wider 
profit margins compared to the market in- 
cumbents, the rccs, which still face a ceil- 
ing rate of 2.3 times. 

The London-based HsBc made foot- 
prints in a rural district in Hubei Province 
in December 2007. Apparently, it intends to 
open another rural bank in Chongqing in 
western China in the near future. Media re- 
ports indicate that Citibank, Standard 
Chartered and the Bank of East Asia, among 
others, are also in the process of acquiring 
rural banking licenses. Domestic regional 
banks, such as the Nanchong City Commer- 
cial Bank and the Harbin City Commercial 
Banks, have also made their presence 
known in the rural credit sector. 

Primarily owing to political reasons, the 
rural-credit market was off-limits to do- 
mestic and foreign interests until 2007, de- 
spite the fact that the existing financial 
institutions are ineffective in meeting the 
market demand. The Agricultural Bank of 
China withdrew its networks from rural 
China in the late 1990s in an effort to re- 
duce operation costs and improve its profit- 
ability. Its bank branches are now only 
found in county-level cities and some high- 
ly industrialized townships. This means 
that the rccs have a monopoly on the vast 
majority of rural China, particularly town- 
ships and villages where most farmers re- 
side. The rccs are the sole financial 
institutions providing services to hundreds 
of thousands of sMEs and millions of farm- 
ers whose credit needs range from borrow- 
ing 100,000 yuan (around $14,000) to 
expand their business, to borrowing just a 
few thousand yuan to invest in cattle, to 
getting a couple of hundred yuan to pay for 
a relative’s funeral or wedding. The prob- 
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lem is not simply massive inefficiency and 
all the excesses of a monopoly, but also a 
lack of variety of institutions to meet the 
diverse range of credit demands. 

Yet, those who think there is no profit- 
able opportunity in rural credit should look 
to the Postal Savings in China for inspira- 
tion. Until the recent institutional changes, 
the Postal Savings that has an extensive na- 
tional network offered only deposit and re- 
mittance services. The latter is a 
much-appreciated service for the hundreds 
of thousands of migrant workers in the cit- 
ies who use it to remit funds to the villages. 
The modest fees that the Postal Savings col- 
lects from its remittance service (and some 
earlier subsidized interest income from the 
Central Bank) were sufficient to make it so 
profitable that it had crosssubsidized its 
loss-making parent company, China Post, 
for many years. Two years ago, the central 
government transformed it into the China 
Postal Savings Bank, a full-fledged bank 
that can lend microloans to its clients. 

When referring to “rural credit,” it is 
critical to recognize what “rural” really 
means. Rural China is often associated with 
the impoverished and bucolic backwater of 
the country, which can be a misperception. 
Here are some interesting facts from of the 
country’s richest counties (which are cities 
two administrative levels below the provin- 
cial capitals): the per capita income in the 
100 richest counties was 21,000 yuan in 
2003, which was three times that of an av- 
erage county, and more than double the na- 
tional per capita income. These rapidly 
growing counties are far from “rural”: in- 
dustrial production accounts for 55% of the 
GDP in these areas, while the agricultural 
sector contributes merely 12%. Hence, ru- 
ral China is a vast area that covers some 
rapidly industrialized small cities and 
towns, as well as the pastoral countryside. 

Lately, the Chinese press is littered with 
news that many private firms are on the 
verge of collapse due to a severe credit 
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crunch. The credit crisis faced by these pri- 
vate enterprises is not only cyclical in na- 
ture, but also caused by some fundamental 
structural issues. Traditionally, the govern- 
ment established banks to provide credit to 
the state-owned enterprises; private enter- 
prises were systematically discriminated 
against. The fact that private ownership 
was not legally recognized until the early 
2000s also did not help private entrepre- 
neurs to secure bank financing. Moreover, 
because banks in China, particularly those 
located in rural areas, lack effective tech- 
niques of assessing borrowers’ risk profiles, 
they either refuse to lend to private borrow- 
ers, or they employ political connections 
(guanxi) as a means to mitigate default 
risks. Until recently, bank officials could get 
fired if the loans to private enterprises they 
have approved turned sour; but the same 
could not be said for loans to the soes. It is 
no surprise then that most loans end up be- 
ing allocated to politically connected firms. 
Local government-related enterprises and 
projects tend to get the bulk of bank financ- 
ing in the rural areas. 

The Chinese Communist Party’s Cen- 
tral Committee meeting in 2008 height- 
ened the general awareness of the lack of 
legal recognition for collective ownership, 
and how it has impeded rural borrowers’ 
access to credit. Most factories or offices of 
rural enterprises are built on land that was 
previously used for farming and is collec- 
tively owned. This means that enterprises 
or borrowers cannot use the rural land, 
which is often their most valuable asset, as 
collateral. Unfortunately, the Central Com- 
mittee fell short of transferring the land 
ownership rights to farmers or allowing 
them to collateralize farmland as widely 
expected, and instead merely reaffirmed 
the existing practices of the subcontracting 
and transferring of land-use rights. 

Innovation is essential to overcoming 
the systematic hurdles that private borrow- 
ers face in the rural credit sector. Foreign 


expertise may prove to be relevant and use- 
ful in this area. Currently, rural banks use 
a combination of strategies to mitigate risks, 
including requiring deposit guarantee, 
guarantors and imposing higher lending 
rates on perceived higher-risk borrowers. 
But none of these strategies are ideal, as 
they tend to favor the more established bor- 
rowers or those with social connections. 
Before the central government’s 160 bil- 
lion yuan bailout in 2003, most of the 35,000 
RCCs nationwide were plagued by moun- 
tains of nonperforming loans. The average 
NPL rate (as a percentage of total loans) was 
officially estimated to be as high as 50% in 
the late 1990s. The actual rate is likely to 
have been much higher. rcc reforms were 
part of efforts by the administration of 
President Hu Jintao and Premier Wen Jia- 
bao to pay attention to the increasing ur- 
ban-rural divide and the plights of farmers. 
A few reform measures were introduced, 
such as setting up credit unions at the pro- 
vincial level to manage the grass-root cred- 
it cooperatives; providing subsidized 
wholesale loans to the Rccs to encourage 
them to lend to agricultural projects; and 
introducing various corporate-governance 
rules that have mostly resulted in changes 
in form rather than in substance. The Cen- 
tral Bank also paid 160 billion yuan to bail 
out the credit cooperatives with negative 
net worth, which are those with excess li- 
abilities over asset value. (The provincial 
governments were supposed to match the 
Central Bank’s contribution, but there is 
little evidence that the money has come for- 
ward.) The bailout reflects a key political 
consideration of the central government. 
Under market conditions, any financial 
institution that has negative net worth is 
technically bankrupt, and should be closed 
down because any further loss will eat into 
the owners’ equity. Yet, the Rccs must con- 
tinue operating, as shutting them down will 
deny millions of enterprises and farmers 
access to their only formal channel to cred- 


50 FAR EASTERN ECONOMIC REVIEW c= January/February 2009 


it. However, the central policy makers rec- 
ognized that such measures could yield 
only limited improvements if the credit co- 
operatives continue to monopolize the sec- 
tor. This is essentially their rationale for 
opening up the sector to competition. 

Currently, the township and village 
bank licenses approved by local banking 
regulatory commissions allow banks to 
conduct business only in designated coun- 
ties. This means a bank granted a license to 
operate in one county is not permitted to 
set up branches in a neighboring county. 
Though this currently entails significant 
fixed costs for the investors, one should not 
rule out further market 
relaxation given the 
speed of liberalization 
in recent years. Despite 
the restriction, rural 
banking licenses are at- 
tractive to domestic re- 
gional banks, such as 
the city commercial 
banks, eager to expand 
their presence beyond the geographical 
boundaries within which they have been 
restricted, By acquiring a township bank- 
ing license in rural Sichuan Province, for 
example, the Nanchong City Commercial 
Bank is able to venture beyond the bound- 
ary of the city. 

Microcredit companies are another 
type of financial institution that the central 
government has introduced in the recent 
reform. Yet microcredit companies have at- 
tracted only limited interest thus far; new 
set-ups can be found only in inland prov- 
inces such as Sichuan, Gansu and Inner 
Mongolia. The major constraint faced by 
these companies is—unlike the full-licensed 
township and village banks—they are not 
allowed to take deposits, thus they must 
source their capital elsewhere. But, the in- 
vestors in the credit companies need not be 
financial institutions; any private individu- 
al or enterprise can become an owner. 


[ Rural banking can be 
profitable in China but 
investors may need to 
pay some tuition fees to 
learn the game rules. 


Foreign donors or investors need to rec- 
ognize that an imported model—that is not 
modified to suit local cireumstances—is un- 
likely to work. China is not new to microfi- 
nance, which to varying extent is based on 
the Grameen Bank model in Bangladesh. 
But these NGO-run microfinance programs 
in China face many hurdles, For instance, 
unlike Bangladesh, most of the rural poor 
in China live in remote mountainous areas 
that are harder to reach and organize into 
small groups. Consequently, such programs 
in China face higher transaction costs than 
those that have been successfully imple- 
mented in other developing nations. 

The rural credit sec- 
tor has long been recog- 
nized by the central 
government as the 
“weakest link” in the 
country’s financial in- 
dustry. However, no 
single central agency 
has taken charge of in- 
dustry reform until re- 
cently. The China Banking Regulatory 
Commission (CBRC), an offshoot of the Cen- 
tral Bank, has been put in charge of creat- 
ing a modern rural financial sector for the 
New Socialist Countryside. Rumor has it 
that the new banking regulatory commis- 
sion is eager to outshine its predecessor, 
and some degree of bureaucratic infighting 
among the ministries is not uncommon or 
necessarily unhealthy. The eager-to-per- 
form CBRC is expected to further liberalize 
the rural credit sector in the near future. 

The rural credit sector in China may be 
primitive by international standards, but 
the regional economies it serves are a 
hodgepodge ofrapidly industrializing, peri- 
urban counties and subsistent agricultural 
areas. Rural banking can be profitable in 
China, but it’s important to identify the 
right locales. And, investors should be pre- 
pared to pay some tuition fees upfront to 
learn the local rules of the game. Li 
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Awaiting the Dawn of 
A Democratic Burma 


by Sein Win and Thaung Htun 





URMA’S OPPOSITION poli- 
tics occasionally mitigates 
against a cohesive and dis- 
ciplined structure. As a re- 
sult, the country can be 
said to have many oppositions. While most, 
if not all, would agree on the removal of the 
military junta as the best case scenario, not 
all agree on how to do that nor on what to 
do, or even expect, when that occurs. 
Burma’s multifaceted opposition move- 
ment is often used as justification of the use 
of strong-arm tactics and of dictatorial 
structures. The country, the argument 
goes, will implode into various ethnic and 
regional cantons, without a strong central- 
izing force. Democracy, in the same breath, 
is Seen as counterintuitive to Burma’s long- 
term interests and inimical to its culture. 
The threat of a Balkanization of Burma 
has little relevance in the real world. The 
maladministration of Burma’s military 
junta is clearly the central cause of the 
chaos and internal disputes in the country. 
Chief among these are: arbitrary price 
hikes; a justice system without justice; an 
unprecedented wave of migration; and 
widespread famine and destitution. 
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The presence of any semblance of coor- 
dination and mobilization among the oppo- 
sition, given the challenges, is indication of 
a ground swell for change, and clear proof 
that Burmese people are ready to accept a 
return to democracy as a nation. The level 
of organization and the strength of the will 
of the Burmese was seen in the election re- 
sult in 1990—78.8% of voters favor pro-de- 
mocracy candidates. Around 60% backed 
the main opposition National League for 
Democracy, led by Aung San Suu Kyi. The 
military-backed National Unity Party re- 
ceived just 21.2% of the total vote. 

That parliament was never allowed to 
formally convene and Aung San Suu Kyi, 
the nominal government leader, has just en- 
tered her 13th year of detention. The Na- 
tional Coalition Government of the Union 
of Burma (NcGuB) has been established in 
exile as the provisional government of Bur- 
ma, made up of those members of parlia- 
ment elected in 1990 who have not been 
arrested or murdered. 


exe Mr. Win is the prime minister of the NCGUB. Mr. 
Htun ts the NCGUB’s United Nations’ representa- 
tive and executive director of the Burma Fund. 
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There are anumber of aspects that pro- 
vide a foundation for this government. We 
believe in putting the people of Burma 
first; We are committed to nonviolence; 
We seek an inclusive engagement with all 
groups in Burma, including the army; We 
support Daw Aung San Suu Kyi as our 
leader and ‘advocate the policies of the 
NLD; We support targeted economic sanc- 
tions against the regime and its cronies; 
We believe we are the only legitimate al- 
ternative government to the current mili- 
tary dictatorship. 

As a government in exile we must work 
hard to maintain a connection with those 
remaining inside Burma, as well as those 
ex-patriots and refugees scattered about 
the world. At times we struggle. We are se- 
verely circumscribed by obstacles of dis- 
tance, access and communication to ensure 
full and open dialogue with our constitu- 
ents. However, we are aware the dire prob- 
lems in our country—widespread 
human-rights abuses, famine, disease, and 
restricted freedom—are the tip of the ice- 
berg. Yet without the benefits of state ap- 
paratus, our means of tackling these issues 
are more as advocates than lawmakers. 

Among the initiatives we are most proud 
of is the National Health and Education 
Committee, which has been providing hu- 
manitarian assistance to refugees and in- 
ternally displaced persons through 
crossborder aid: Also, the NCGUB was in- 
strumental in setting up the Democratic 
Voice of Burma media organization, which 
presents the truth of everyday Burma in 
Burmese to aid in the dissemination of fac- 
tual information and to encourage an open 
society in Burma. 

Reaching our goals of democracy and a 
free society cannot be via the point of a gun. 
Burma has seen enough violence and dev- 
astation from the military junta. There 
needs to be a measured and appropriate al- 
ternative to the brutal tactics of the gener- 
als, not simply a contest of force. Even ifa 


military or guerilla-based strategy could 
succeed such a victory would be long in 
coming and eventually Pyrrhic as it would 
lead only to a fractious and unstable out- 
come. The NcGuB, along with Aung San Suu 
Kyi and her NLD have occasionally been 
criticized for our adherence to nonviolence. 
We can all understand the levels of anger 
and impatience both from inside Burma 
and outside. Burmese people want change. 
They fear for their friends and relatives as 
well as themselves. We too have friends and 
relatives. But, who would be the first vic- 
tims of a violent uprising? Those least able 
to defend themselves, such as women, chil- 
dren, the sick, the elderly and prisoners. 
Good decisions seldom arise out of frus- 
tration. Short-circuiting the democracy 
movement by appealing to the baser agen- 
das of parochialism and nationalism will 
destroy the only ground upon which a free 
Burma can be built. Patience in our situa- 
tion is a brutal and painful course to take. 
But, our goals will not be reached any other 
way. In the meantime, we must do what we 
can to establish the means by which de- 
mocracy can take root again in Burma. We 
seek the input of all relevant parties, includ- 
ing the military, as a means of healing 
wounds and giving a democratic Burma a 
solid footing. We take our name seriously 
and we intend to live up to its meaning. 

A significant contribution to this goal 
has been the establishment, in 1998, of the 
Committee Representing the People’s Par- 
liament. The crpp has been instrumental in 
forging sustainable links between the NLD 
and ethnic parties. The crppP is an attempt 
to set up a Burmese version of a “coalition 
of the willing” to ensure that the military 
cannot legitimately argue there is no peace- 
ful, co-operative or democratic option in 
Burma or that Burmese cannot unify across 
a democratic structure. The cRPP is also de- 
signed to ensure there is no power vacuum 
in a postmilitary scenario and that the in- 
terim government made up of the elected 
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representatives from the 1990 elections is 
maintained ready to oversee an inclusive 
process where, hopefully a whole range of 
new and younger voices will be launched 
onto the Burmese political stage. 

The crep has of course been decimated 
by arrests of leading figures and by the vir- 
tual impossibility of getting all members 
together for regular meetings. Despite the 
difficulties, the NcGuB is the closest thing 
the current state of Burma has to a demo- 
cratic institution and the crpp is one of its 
crowning achievements. The 10 commit- 
tees of the crpp have 
been developing draft 
policies in agriculture, 
labor, health, education, 
foreign affairs, defense 
and ethnic affairs. Much 
of the work has been 
disrupted due to the ar- 
rests of MPs. 

The Burma Fund, 
the policy think tank of the NcauB, was 
established in 2003 and transitional policy 
research on economics, the federal system, 
civil-military relations, transitional mod- 
els, the electoral system, and others, has 
been carried out with the assistance of the 
Technical Advisory Network, which con- 
sists of Burmese intellectuals and policy 
experts in exile. Also, the NcGuB has initi- 
ated a National Reconciliation Program to 
conduct research into various constitu- 
tional models to be considered postjunta. 
Even with the establishment of these in- 
struments, none of the bodies, including 
the NcGuB is in the business of setting pol- 
icies, beyond a narrow range of vital refer- 
ence points in the phase of struggle which 
we are now in. As noted above, we are 
forced into being advocates rather than 
lawmakers. The reality of our situation is 
that we cannot set policy as such, as that 
would be undemocratic. 

We have limited means of communica- 
tion with the Burmese population as a 
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whole and with leading social and civil 
groups within it, or at least those that re- 
main. As such, it would be counterintui- 
tive to establish policy by fiat over the 
heads of those people, both inside and out- 
side Burma, who have little or no access 
to engaging with the issues. We consider 
the phase of new policy formation to be a 
means by which to mobilize the Burmese 
people in a new, democratic era. 

Many have given a great deal to this 
cause and have sacrificed much. Not least 
among them of course is Aung San Suu Kyi. 
She remains not only 
the nominal Burmese 
prime minister in wait- 
ing, but looms as a fig- 
urehead for the whole 
country and indeed the 
world. Calls for her re- 
moval are not only ill- 
informed but are aiding 
the military in their ef- 
forts to paint her as out of touch and dis- 
connected from her people. 

Politically, Aung San Suu Kyi is indeed 
circumscribed. That’s no-one’s fault but 
the regime that has sought to undermine 
her work at every turn. Certainly, she has 
been silenced and may be unable to reach 
out to her people on a day-to-day basis, but, 
yet again, this is the military’s doing. She is 
surely tired and unwell. Those who fail to 
understand the situation can only see the 
veneer of her the military has constructed. 
She is the Nelson Mandela of her people 
and it is our job, as the provisional govern- 
ment, to see that she is equally as trium- 
phant as Mr. Mandela. 

Aung San Suu Kyi’s course has been 
selfless and excruciating and yet she has 
stayed on. Let us not forget, she can leave 
Burma at any time and be free and accept 
the many rewards her global profile would 
permit. She has refused. It is a sacrifice 
history will long remember. Her position 
as the head of state in a democratic Bur- 
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ma—and as the de facto leader of its free- 
dom struggle—is beyond refute. She still 
remains as the rightful national leader 
supported by all ethnic nationalities of 
Burma and she is the one who can bring all 
stake holders, including the military to- 
gether to go through the process of nation- 
al reconciliation and rebuilding of the 
nation. The junta leaders should look at 
her not as their enemy but as an asset ca- 
pable of bringing Burma to its rightful 
place on the international political stage. 
She, along with the NccuB, understands 
our government of the future is informed 
by our actions today. Taking emotional 
and hotheaded solutions now will guaran- 
tee our government will do the same in fu- 
ture. There are no short-cuts in the process 
of rebuilding a country. This is a struggle 
to the end and Aung San Suu Kyi epitomiz- 
es the commitment needed to stay the 
course as none other. 

Among the more contentious issues in- 
volving Daw Aung San Suu Kyi has been 
her support of targeted economic sanc- 
tions. Driven largely by her influence, ma- 
jor trading partners such as the United 
States and the European Union have ad- 
opted restrictions on trade and investment 
in and out of Burma. This has led, predict- 
ably, to an increase in investment and 
trade activity on the part of China, India, 
Russia, Thailand, South Korea and Singa- 
pore, among others. They have essentially 
filled the gaps left by the unilateral sanc- 
tions of Western countries. 

Many argue that sanctions only harm 
the people of Burma and point to the fact 
that, for instance, investors from China, 
say, or Russia, are less concerned about so- 
cial standards or human rights in Burma 
than the U.S. or Eu would be. This is likely 
true. But to posit that it is foreign investors 
which are responsible for Burma’s many 
woes is to ignore the central and dominant 
role played by the military junta. The truth 
is that even if the U.S. and the Eu were ful- 





ly engaged in Burma trade, they would 
have no legal or enforceable means to en- 
croach on the, albeit illegitimate, sover- 
eignty of the regime. Burma would still be 
Burma. As such, disengaging is essentially 
the only realistic course to take as any in- 
vestment into Burma, or any export from 
it, will without any doubt go some way to- 
ward propping up the military. There is 
simply no other course to take, whilst 
keeping to a tenable moral position, other 
than sanctions. 

However, we are concerned that sanc- 
tions have not worked and that they do not 
necessarily provide any direct assistance to 
the Burmese people. We do not believe 
sanctions are the only answer. They are a 
negative energy at atime when our country 
needs the opposite. We feel there can be a 
more sustainable form of foreign trade and 
investment which incorporates the needs 
and concerns of Burma’s wider population. 
Should trade be proven to be a net benefit 
to the population, then we would certainly 
consider supporting such measures. We re- 
main open to exploring the possibilities 
with all of Burma’s trading partners. 

The nNcGuB is often criticized on many 
fronts: our members are old and our ideas 
stale; we have failed in our task and have no 
results to show; we are out of touch. We ac- 
cept these criticisms. But we are also moti- 
vated by them. We are driven to overcome 
the obstacles and to return Burma to its 
rightful place as an engaged, peace-loving 
and economically strong democracy. We 
see our role as maintaining a democratic 
presence and we are committed to ensuring 
the results of the 1990 election are not sub- 
sumed by the military dictatorship’s many 
ruses and tactics. 

We are the alternative to the military 
regime and we have the mandate, rooted in 
the 1990 results, to assume this. We are 
ready to shepherd Burma through a post- 
military transition and to set it on the road 
to democracy again. = 
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China Goes on the 
Cyber-Offensive 


by Larry M. Wortzel 





VIDENCE IS MOUNTING 
that China is behind a del- 
uge of computer-hacking 
attacks that have plagued 
Western governments and 
defense industries over the past few years. 
Both German Prime Minister Angela 
Merkel and the chief of British counterin- 
telligence, or M15, have complained about 
cyber-penetrations originating in China. 
Likewise a senior U.S. Air Force officer, 
Major General William Lord, of the Air 
Force Office of Warfighting Integration, 
said that China has downloaded 10 to 20 
terabytes of information from U.S. defense 
and government computer networks. 

Chinese hackers are believed to be be- 
hind a number of spectacular cyber-at- 
tacks the U.S. has suffered in recent years. 
These attacks shut down some of the U.S. 
State Department’s computer systems, 
paralyzed the computers in the Bureau of 
Export Controls in the U.S. Department of 
Commerce, and penetrated computers at 
Sandia National Laboratories in Albuquer- 
que, New Mexico, where the U.S. nuclear 
arsenal was designed. 

Officially, however, the Chinese gov- 





ernment has denied all the accusations. 
And the very nature of the Internet, with 
data flowing so quickly through hundreds 
of portals, has made it extremely difficult 
to provide a smoking gun. Even when it 
is clear that the attacks originated in Chi- 
na, questions typically remain: Was it the 
P.R.C. government? Chinese intelligence 
services? Were these incidents of indus- 
trial espionage? Or did private, “patriotic” 
Chinese hackers conduct the penetra- 
tions? The lack of reliable answers ham- 
pers the ability of target governments to 
respond or counterattack. 

However, the scale of the intrusions 
and the type of information being taken 
from U.S. defense computer networks— 
military manuals, logistics information, 
weapon performance and design informa- 
tion—leaves little doubt that the bulk of the 
activity is directed by the Chinese govern- 
ment or intelligence services. According to 
a Nov. 15, 2008 assessment of the cyber- 
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threat in Northeast Asia issued by the in- 
telligence directorate of U.S. forces Korea, 
in 1997 the Central Military Commission 
in China established a 100-member unit to 
“devise ways of planting disabling comput- 
er viruses into American and other West- 
ern command and control defense systems.” 
In 2000, the Chinese military established 
a strategic information warfare unit to 
“wage combat through computer networks 
to manipulate enemy information systems 
spanning spare parts deliveries to fire con- 
trol and guidance systems.” 

And today we know that the Chinese 
military is well equipped and staffed to 
conduct such activities. The Third Depart- 
ment of the General Staff Department of 
the People’s Liberation Army, often com- 
pared to the U.S. National Security Agen- 
cy, is responsible for technology 
reconnaissance. Third Department intel- 
ligence officers are trained for various 
forms of electronic warfare and electronic 
espionage. The Gsp Fourth Department is 
responsible for electronic countermea- 
sures; it also has personnel skilled in elec- 
tronic warfare. Some of China’s military 
regions, which form the command and 
control core of any response to war or un- 
rest, have been identified as having techni- 
cal reconnaissance bureaus and/or 
electronic countermeasures regiments. 
Such units are full of people trained to ex- 
ecute different forms of electronic warfare 
and intelligence collection, including cy- 
ber-penetrations. 

The best response to such penetrations 
is an aggressive set of defensive measures 
involving both hardware and software. 
Governments must do this for themselves, 
but they can alsohelp businesses through 
educational programs, better encryption 
systems and by monitoring Internet por- 
tals for activity from suspected hackers. 
There have been effective moves in this di- 
rection across the U.S. government, al- 
though more could be done. 


The cyber-attack that got the most at- 
tention in American media was discovered 
on Nov. 1, 2004, at the U.S. Sandia Nuclear 
Weapons Laboratory. Time Magazine 
chronicled a series of penetrations at the 
lab in its Aug. 25, and Aug. 29, 2005 issues. 
A network security analyst at Sandia 
tracked a group of hackers getting into the 
Sandia computer network. The hackers 
took over sections of hard drives, extracted 
information, and wiped evidence of their 
penetration nearly clean. 

According to Time, a year earlier the 
same analyst, Shawn Carpenter, discov- 
ered a similar break-in to the computer 
network at the defense contractor Lock- 
heed Martin. He tracked the activity 
through servers in South Korea, Taiwan 
and Hong Kong; but ultimately the infor- 
mation ended up in Guangdong Province, 
China. After reporting it to the Federal Bu- 
reau of Investigation, Sandia Laboratories 
counterintelligence officials, and U.S. 
Army intelligence, Mr. Carpenter became 
disgruntled over the lack of government 
progress on the matter. He eventually re- 
vealed the information to Time, giving the 
public its first major insight into cyber-es- 
pionage from China. While China may 
have “patriotic hackers,” it looks like Mr. 
Carpenter became America’s “patriotic 
computer security investigator.” 

The U.S. military called the entire set 
of attacks coming out of China “Titan 
Rain.” Among the government Web sites 
that were attacked were sites like Sandia, 
which belongs to the Department of En- 
ergy; Redstone Arsenal, which housed the 
Army Space and Missile Defense Com- 
mand; the National Aeronautics and Space 
Administration; and defense contractors. 
Business Week chronicled the NASA at- 
tacks in its issue of Dec. 1, 2008. 

A major dilemma governments and se- 
curity companies face is that if they can 
trace the attacks, and prove how they did 
so as though in a court of law, it will teach 
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the attacker how to improve hacking tech- 
niques. There is also no agreement in inter- 
national law or practice on when computer 
attacks, if they can be attributed to a gov- 
ernment, are acts of war or criminal acts. 
However, to highlight just how serious a 
major denial of service attack on the U.S. 
could be, then Commander of the U.S. Stra- 
tegic Command and current Vice Chair- 
man of the Joint Chiefs of Staff General 
James Cartwright told the U.S. China Eco- 
nomic and Security Review Commission on 
March 29, 2007, that “..factors associated 
with a cyber-attack could, in fact, be in the 
magnitude of a weapon of mass destruc- 
tion.” Later in 2007, traveling in China with 
this Commission, I was told by officers of 
the People’s Liberation Army at its Acade- 
my of Military Science that they agreed in 
principle with Gen. Cartwright’s charac- 
terization, but that attribution of such an 
attack would be very difficult. 

Of course, Gen. Cartwright talked about 
how to respond to a massive cyber-attack 
against a nation’s infrastructure. He raised 
the possibility that China may have a major 
battle plan against the U.S. civil infrastruc- 
ture in case of conflict. But how should a 
nation respond to cyber-actions of a lesser 
gravity? Nations generally don’t go to war 
over acts of espionage. Normally, spies are 
arrested and tried, some are declared per- 
sona non grata, and defensive measures are 
put in place. 

The U.S. Commission on Cybersecurity 
recently reported to the While House that 
“senior representatives from the [U.S.] in- 
telligence community told us they had con- 
clusive evidence covertly obtained from 
foreign sources that U.S. companies have 
lost billions in intellectual property” to the 
hands of cyber-thieves. This report made 
no accusations against a specific country. 
However, Michelle Van Cleave, the U.S. Na- 
tional Counterintelligence Executive, told 
the House of Representatives Judiciary 
Committee in 2005 that “the Chinese, for 


example, are very aggressive in business 
and good at solicitation and good at posi- 
tioning themselves for strategic invest- 
ments, and they are adept at exploiting 
front companies, they also have very capa- 
ble intelligence services that target U.S. na- 
tional security secrets.” 

The Commission on Cybersecurity Re- 
port also discussed intrusions into the Pen- 
tagon and other military networks. Over 
the past two years, there have been attacks 
on computer networks at the Defense In- 
telligence Agency, the Navy War College, 
the Army War College, the U.S. Strategic 
Command, the Department of State, the 
Department of Commerce, and the Office 
of the Secretary of Defense. In most cases, 
the intrusions came from servers in China. 
According to the 2008 annual report of the 
U.S. China Economic and Security Review 
Commission, a corporate official from the 
SANS Institute, an internet security firm, 
told Forbes that in 2007, “the 10 most prom- 
inent U.S. Defense Contractors, including 
Raytheon, Lockheed Martin, Boeing, and 
Northrop Grumman, were victims of cy- 
ber-espionage through penetrations of 
their classified networks.” This activity 
was attributed broadly to China. 

The types of network reconnaissance 
being conducted on U.S. DoD computer 
systems parallels how electronic warfare 
is conducted. The attacks appear to be 
tracking the most critical nodes of com- 
munication that are used for command 
and control of forces, logistics and re-sup- 
ply, and information gathering. In most 
cases, no damage is being done. In times 
of conflict, however, this type of activity 
is used to select the nodes that will be hit 
in an information warfare attack. Both 
China and the U.S. have established mili- 
tary doctrine to conduct such activities. 
Once more, it defies credulity that such re- 
connaissance does not have P.R.C. mili- 
tary direction or involvement. 

Admittedly, however, not all this activ- 
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ity may be government directed or perpe- 
trated. There are 52 state-sponsored science 
and technology parks around China, each 
of which have either government affiliated 
or private government-owned high tech- 
nology businesses. Many of these are in- 
volved in cutting edge research and 
production of new products, often with 
dual-use (military and civilian application). 
It is entirely possible that some of the cy- 
ber-penetrations, and some of the econom- 
ic espionage taking place, is 
“entrepreneurial activity” by firms or indi- 
viduals seeking to save money and time in 
developing new technology by stealing it. 
Much of the information taken, however, is 
similar to the information lost in tradition- 
al espionage cases in the U.S. in 2008. In 
this sense, it benefits business and the state. 
This is “dual-use hacking.” 

In these cases, I think that the Chinese 
government is turning a blind eye to such 
activity, as it seems to be doing with “patri- 
otic hackers.” Reportedly, there are tens of 
thousands of people devoted to monitoring 
Internet activity in China. The more than 
30,000 “cyber-cops” that monitor the In- 
ternet for China’s public security and state 
security organs have the kind of training 
and expertise that would allow them to 
conduct such cyber-penetrations. If the 
government of China is interested in stop- 
ping such “hacking,” it has server systems 
and software suites designed to pick up 
such activity. Again, this suggests govern- 
ment involvement in hacking. 

Businesses and government depart- 
ments today have to worry about the secu- 
rity of their software and hardware supply 
chains as well. According to press reports, 
the U.S. government has found counterfeit 
flash drives (thumb drives), computer 
chips, and routers from China in its supply 
chain, reportedly with embedded viruses 
or “trap doors” that allowed remote ac- 
cess. Some of these reports say that infor- 
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mation was routinely transmitted back to 
servers in China from some of this equip- 
ment. In late 2008, the supply chain for 
U.S. defense systems was found to have 
counterfeit parts and routers that allowed 
entry into the systems or dumped infor- 
mation back to China. Members of Con- 
gress have reported viruses introduced 
into their computer systems that dumped 
information and email addresses to Inter- 
net accounts in China. 

Companies and government organiza- 
tions must ensure they have secure supply 
chains with trusted suppliers and found- 
ries. Employees and executives should not 
take electronic equipment into China. In- 
stead they should set up phone or email 
accounts to be used only for their trips. If 
they must take electronics, then one-time 
accounts should be established and the 
equipment cleaned on return. Using hotel 
computers almost ensures that passwords 
and email addressees will be captured and 
compromised by some organization in 
China. No employee should be able to put 
a “thumb drive” into a computer or plugin 
a blackberry or cell phone unless the 
equipment has been scrubbed by a com- 
puter security professional. Finally, secu- 
rity software should be on all computer 
systems and updated regularly. 

This is a cyber-war that probably favors 
the offense. Still, responding in kind is not 
always wise. First, for governments or busi- 
nesses, an attack or penetration in kind may 
reveal how much is known and only lead to 
new, perhaps more sophisticated attacks. 
Also, showing one’s hand may dry up a 
stream of information about the attacker. 
Defensive measures are one way to respond, 
but companies and governments can also 
band together and switch suppliers or com- 
plain to the Chinese government. The of- 
ficial spokesmen in China may deny 
government involvement, but concerted ac- 
tion may lessen the activity. i | 
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A LIFE IN THREE WARS 
by Andrew X. Pham 
Harmony, 320 pages, $24.95 


Reviewed by BRUCE STANLEY 


HE AUTHOR OF The Eaves of Heav- 
en: A Life in Three Wars says he 
first conceived of the work as a 
short story about games his father played 
as a boy in the Vietnamese countryside. 
Instead, he succeeds, almost against the 
odds, in providing a refreshing and even 
revelatory perspective on the tempestuous 
decades that gave rise to modern, indepen- 
dent Vietnam. 

Andrew X. Pham presents a saga of tri- 
umph, misfortune and loss told through 
the life of his father, an aristocratic scion 
turned teacher, combatant, prisoner and 
refugee. It’s a vivid and harrowing account 
that reads like a novel. The tale’s accessi- 
bility comes at the price of some authen- 
ticity: The Eaves of Heaven is the vicarious 
memoir of a father written by his son. 
Dense with recreated conversations and 
imagined details, it makes for a question- 
able project in historiography. Indeed, one 
can quibble about a lot in this book, from 
its herky-jerky chronological structure to 
its obsession with food. 

Yet Mr. Pham, who was born in former 
South Vietnam and educated in the United 
States as an aerospace engineer, succeeds 


T 








NAAA er ales r verve he E EEE EEA AA EANAN SAA ANAN ENNA DA ANANN AMAA HIE BNANAANANAANAAAAARANAAAS ABA NANANA EAA AABANG A AAA AA AINAN 


w Mr. Stanley is a writer and former Wall Street 
Journal Asta reporter living in Hong Kong. He 
reported for the Associated Press in Vietnam 
from 1993-95 and was the first U.S. media cor- 
respondent to be based in that country since the 
end of the Vietnam War. 


at something few other writers in English 
have done. Outsiders know about Vietnam’s 
struggle against the colonial French or the 
conflict the Vietnamese call the “American 
War” largely through accounts shaded by 
foreigners or by those who sided with the 
French or Americans. Mr. Pham, on the 
other hand, traces the hardships of a land- 
owning family from northern Vietnam 
that is uprooted from its ancestral home 
by politics and cast on to the opportunis- 
tic streets of the former South Vietnamese 
capital, Saigon. In doing so, he humanizes 
all Vietnamese, northerners and southern- 
ers alike, and lays bare the fears, hopes and 
sacrifices they shared in the title’s cataclys- 
mic “three wars.” 

Mr. Pham rivets the reader with his 
scenes of domestic panic during key epi- 
sodes of U.S. involvement in Vietnam, nota- 
bly the 1968 Tet Offensive, which shattered 
American confidence in ultimate victory, 
and the fall—or “liberation,” as Vietnam- 
ese Communists would have it—of Saigon 
seven years later. But he’s at his best depict- 
ing lesser known events and complexities 
of Vietnam’s history and culture. He de- 
scribes, for instance, his father’s bewilder- 
ment at the bedraggled, so-called “walkers” 
who, in the waning years of World War II, 
roamed the northern countryside eating 
the bark off trees as a result of a famine 
caused by the occupying Japanese mili- 
tary. Mr. Pham’s father, Thong Van Pham, 
recalls “roadside cadavers with blackened 
mouths” and a famine victim’s skull, picked 
clean by ravens, that becomes a soccer ball 
for barefoot children. 

The Second World War sparks a local 
war for Vietnamese independence from the 
French, who return after Japan’s defeat to 
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try to reassert their claim to Indochina. Ho 
Chi Minh’s Communist Viet Minh forces 
gradually throttle the French, whose be- 
leaguered troops fall back on Hanoi where 
the bookish Thong and his friends idle at 
the city’s bistros, sipping coffee and listen- 
ing to Johnny Mathis songs. 

The Viet Minh victory in 1954 results 
in the partition of Vietnam into the Com- 
munist-led North and the Western-backed 
South, and Thong’s fami- 
ly flees southward as part 
of a growing exodus. The 
author’s account is a use- 
ful reminder that much of 
the secular gentry—and 
not just anti-Communist 
Roman Catholics—de- 
parted from the North, 
and he alludes to efforts 
by Ho’s new government 
to physically stop people 
from emigrating, though 
Mr. Pham leaves the read- 
er hungry for details. The 
dislocated family wash- 
es up in a sewage-choked 
tent village on the out- 
skirts of Saigon. They find their feudal 
pedigree counts for nothing in this brash, 
free-wheeling city where commercial life 
is dominated by ethnic Chinese who favor 
their own kind. The author’s grandfather 
seeks solace in his opium pipe, but Thong 
gets a toehold in this new, hardscrabble 
world as a teacher. 

One of this book’s strengths is Mr. 
Pham’s evocative writing, as when he de- 
scribes his father’s boyhood passion for 
cricket fights. As children, Thong and his 
friends and cousins would catch crickets 
and keep them as pets, then risk their fa- 
vorite insects in mortal combat in a jar. In 
the juvenile trash-talking before one such 
duel, Thong’s cousin Tan derides another 
boy’s cricket “‘as the sorriest looking bug 
I’ve ever seen. Its mother must have been a 
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cockroach.” The boy rises to the challenge, 
to his regret; his red cricket gets disembow- 
eled in a fight with Thong’s “Blackie,” and 
Thong collects on a pre-agreed wager by 
giving the boy a swift kick. 

Another memorable passage portrays 
the travails of the family’s brothel busi- 
ness, where a teen-age Thong cleans up af- 
ter daily brawls between boozed-up French 
soldiers and becomes infatuated with one 

of the working girls, only 
to lose his romantic inno- 
cence when he spies on 
the girl through a peep- 
hole as she has sex with a 
Foreign Legionnaire. 
Later, Mr. Pham gives a 
gripping account of a fire- 
fight at a southern hamlet 
that brings to mind North 
Vietnamese army vet- 
eran Bao Ninh’s superla- 
tive novel The Sorrow of 
War. When Mr. Pham’s 
father tries to flee the vic- 
torious Communists, his 
increasingly feral despera- 
tion—and the betrayals he 
suffers by like-minded friends—is almost 
overpowering. 

The author weaves his narrative from 
two parallel timelines, but this is arguably 
one of the book’s flaws. He alternates suc- 
cessive chapters between northern Viet- 
nam in 1940-54 and southern Vietnam in 
1956-76. This structure can be disorienting, 
particularly in the early chapters before the 
reader can identify with the main charac- 
ters and settings. 

More disturbingly, Mr. Pham’s reliance 
on a single individual’s memory of distant 
events can strain his credibility. The au- 
thor’s portrayal of a sadistic Algerian Le- 
gionnaire as a shirtless ogre with a long 
sword and “biceps thicker than a man’s 
thigh” is a crude, one-dimensional car- 
toon suited better to Ali Baba and the Forty 
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Thieves. Mr. Pham’s political history also is 
uneven; he too readily attributes all things 
communist to the “Viet Cong,” a disparag- 
ing partisan term for an insurgency specific 
to South Vietnam. 

On his Web site, the author calls himself 
a painter of words, but his prose too often 
turns cloying and precious. In one scene 
from the book, “a pink moon” climbed “a 
honeyed sky,” while evening glowed and “a 
breeze sighed.” Such excesses mar what is 
otherwise fine writing in this original and 
compelling personal history. 

Mr. Pham explores the soul of a nation 
trampled and corrupted by the major ide- 
ologies of the 20th century. In this century, 
Vietnam is still redeeming itself. 


PARTISANS OF ALLAH: 
JIHAD IN SOUTH ASIA 
by Ayesha Jalal 
Harvard University Press, 
400 pages, $29.95 





Reviewed by SADANAND DHUME 


HE NOVEMBER ASSAULT on 
T Mumbai by ten heavily-armed 

members of the Pakistan-based 
terrorist group Lashkar-e-Taiba came as a 
reminder, if one was needed, of South Asia’s 
trouble with radical Islam. Home to about 
a third of the world’s 1.2 billion Muslims, 
the region also houses a plethora of violent 
groups committed to imposing an austere 
interpretation of their faith on believers 
and non-believers alike. Many of these—in- 
cluding the L-e-T and its occasional part- 
ner-in arms, Jaish-e-Mohammed—sprung 
up only in the 1990s. But as Ayesha Jalal, 
a Pakistan-born historian who teaches at 
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Tufts University in Massachusetts, points 
out in her new book, in South Asia the in- 
tellectual pedigree for violence committed 
in the name of faith stretches back not de- 
cades but centuries. 

At the heart of Partisans of Allah is an 
earnest attempt to understand the concept 
of jihad. In common parlance it means holy 
war against non-Muslims, but the word 
itself—as Ms. Jalal takes great pains to 
stress—simply signifies striving for a wor- 
thy or ennobling cause. Indeed, according 
to Ms. Jalal, jihad is the core principle of 
Islamic ethics. At least in theory, it encom- 
passes more than suicide attacks on Indian 
troops in Kashmir or truck bombs targeting 
luxury hotels. A student’s endeavor to read 
a book, a patient’s suffering in a hospital, or 
a farmer’s effort to increase his crop yield 
may all be construed as types of jihad. 

Usually, this sort of sophistry is the 
province of apologists for radical Islamic 
violence eager to explain it away as anti- 
thetical to the spirit of the faith. At times 
Ms. Jalal tilts in this direction—the word 
“infidel” is used without irony, and a tinge 
of hagiography enters her description of a 
group of 19th-century jihadists who fought 
the Sikhs in the Northwest Frontier. How- 
ever, to her credit, Ms. Jalal is not con- 
cerned with whitewashing the less savory 
interpretations of jihad, but with ensuring 
that the term is understood with all its nu- 
ance, and in a proper historical context. 

Toward this effort, a parade of theolo- 
gians, scholars and legists pass across the 
book’s pages. In the 16th century, the lib- 
eral policies of the Mughal emperor Ak- 
bar—who abolished discriminatory taxes 
on non-Muslims and strove to treat all 
faiths equally—earned the ire of Ahmad 
Sirhindi (1564-1624). Sirhindi claimed that 
Islam and Hinduism were fundamentally 
incompatible, and that one could flourish 
only at the expense of the other. A prolif- 
ic letter writer and a widely respected Sufi 
scholar, Sirhindi is credited with the revival 
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of orthodox Islamic practice in India after 
Akbar’s death. 

Of a similar cast of mind was Delhi’s 
Shah Waliullah 703-62), the most influ- 
ential Islamic scholar of his time. His blue- 
print to extend Islamic law outwards from 
the family to the local polity to (eventually) 
the world resonates with radical Muslims to 
this day. Waliullah shared teachers in what 
is today Saudi Arabia with Abdul Wahhab, 
the founder of the austere strain of Islam 
that bears his name. Waliullah believed in 
a vast Hindu and Shia conspiracy against 
Sunni orthodoxy, and 
sought to ban both the 
Hindu festival of color, 
Holi, and Muharram, 
the Shia commemora- 
tion of the martyrdom 
of the prophet Moham- 
med’s grandson, Imam 
Hussein. Waliullah pop- 
ularized a saying of the 
prophet according to which participating 
in jihad was superior to fasting or praying 
for a month. Ina similar vein, extrapolating 
from the history of seventh-century Arabia, 
Waliullah declared war booty legitimate 
for Muslims. 

The cleric’s influence outlived him by 
centuries. Between 1826 and 1831, Waliul- 
lah’s most famous disciple, Sayyid Ahmad 
of Rae Bareilly in north India, led a bloody, 
though ultimately unsuccessful, jihad in the 
Northwest frontier against the Sikhs. Even 
today, Ahmad’s grave is a sacred site visit- 
ed regularly by modern day jihadists, who 
have declared war on, among other things, 
film, music and education for girls. 

It was only under British colonial rule— 
under attack from both Western scholars 
and Christian missionaries—that promi- 
nent Indian Muslims began to reinterpret 
jihad in less violent terms. Sir Sayyid Ah- 
mad Khan (1817-98), the erudite founder 
of Aligarh’s famous Mohammedan Anglo- 
Oriental college, argued that Muslims owed 
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their loyalty to the Raj as long as their re- 
ligious practices were not interfered with. 
Mirza Ghulam Ahmad (1835-1908), the 
founder of the Ahmadiyya sect, felt that ji- 
had as warfare against non-believers had 
lost its relevance in the modern world, and 
only contributed toward tarnishing the 
image of Islam. The Ahmadiyyas instead 
channeled their efforts toward good works, 
especially education. 

At the outset, Ms. Jalal sets out to breach 
what she calls the “artificial walls” separat- 
ing an academic and a general readership. 
In this, unfortunately, 
she fails. A potentially 
gripping read is turned 
into drudgery by a 
prose style both dry and 
somewhat discombobu- 
lated. The exception is 
Ms. Jalal’s examination 
of the Jamaat-e-Isla- 
mi’s Abul Ala Maududi 
(1903-79), who—along with the Egyptians 
Hassan al-Banna and Sayyid Qutb of the 
Muslim Brotherhood—is widely regarded 
as the 20th century’s preeminent radical 
Islamic ideologue. 

An admirer of Waliullah, Maududi too 
believed that warfare for Islam was an ex- 
alted form of piety—that fighting resolutely 
on the battlefield was superior to staying 
home and praying for 60 years. He saw Is- 
lam as a “revolutionary ideology,” which 
seeks to “alter the social order of the whole 
world and rebuild it in conformity with its 
own tenets and ideals.” The faith’s violent 
history was nothing to be apologetic about. 
Indeed Islam’s strength lay in the sword’s 
ability to tear away the veil of misunder- 
standing that characterizes non-Muslims. 
For Maududi, art, painting and music be- 
long to jahiliyya, the state of barbarism 
Muslims ascribe to pre-Islamic Arabs. 
Apostasy from Islam was akin to treason 
and therefore punishable by death. 

Like Islamic radicals everywhere, 
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Maududi was obsessed with keeping wom- 
en in their proper place. They were to be 
respected, but only in the role of nurturing 
mother, doting sister, devoted wife or du- 
tiful daughter. He believed that menstrua- 
tion made women physically and mentally 
infirm, and that they must be excluded from 
the public sphere altogether. Non-Muslims, 
inherently unreliable, had no place in the 
administration of the Islamic state. 

In 1953, barely six years after the creation 
of Pakistan, Maududi joined an agitation 
to have Ahmadiyyas declared non-Mus- 
lim. Their alleged crimes: the veneration 
of Mirza Ghulam Ahmad as a prophet, al- 
beit a lesser one than Mohammed, and the 
rejection of armed jihad. In 1974, five years 
before he died, Maududi witnessed the gov- 
ernment of Zulfigar Ali Bhutto, eager to co- 
opt the radical Islamic element in Pakistani 
society, finally accede to his demands. 

As a work of scholarship, Partisans of 
Allah is not meant to be prescriptive, but 
its subject matter places it squarely at the 
heart of the policy debate on how best to 
handle the rise of radical Islam. For one, it 
debunks the notion—especially popular on 
the left—that radical Islamic violence canbe 
explained entirely in the secular language 
of historical injustice, territorial boundar- 
ies and political aspirations. In fact, reli- 
gious ideas, as attested to by the continuing 
influence of Waliullah and Maududi, mat- 
ter profoundly. 

Second, and again contrary to conven- 
tional wisdom, criticism and firmness will 
do more than praise and concessions on 
points of principle to ensure that a modern, 
good neighborly interpretation of Islam tri- 
umphs over the radical Islamic alternative. 
It’s no coincidence that British rule fostered 
the relatively moderate Sayyid Ahmad 
Khan and Mirza Ghulam Ahmad, whereas 
60 years of Pakistani independence have 
thrown up the likes of Mullah Omar of the 
Taliban, Hafiz Mohammed Saeed of the L- 
e-T and Masood Azhar of the J-e-M. 
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THE FORBIDDEN CITY 
by Geremie R. Barmé 
Harvard University Press, 288 pages, $19.95 





Reviewed by PETER NEVILLE-HADLEY 


N AUGUST 1900 an assortment of 
European, Japanese, and Ameri- 

can forces fought their way from 
the coast of China to Beijing where the 
Legation Quarter, the site of foreign dip- 
lomatic missions, banks, and trading con- 
cerns, was under siege by combined forces 
of Manchu Imperial troops and “Boxer” 
peasant irregulars. This was an attempt to 
wipe out every foreigner in the city. 

The 55-day siege was lifted on Aug. 14, 
and the following day American forces 
fought on to the Wu Men, the main en- 
trance to the Forbidden City. The Em- 
peror and Empress Dowager had fled, but 
political indecision prevented an invasion 
of the palace complex itself. It was thought 
that destroying it would topple the Man- 
chu Qing dynasty. As with the Chinese 
Communist Party today, many of those in 
search of trade preferred a known govern- 
ment, however murderous and incompe- 
tent, to an unknown alternative that might 
be bad for business. 

A curious side effect of this hesitation, 
however, was the formation of the Forbid- 
den City’s first Western tour group. 

At7 a.m. on Aug. 28, 1900 a multination- 
al force of around 3,000 paraded in what is 
now Tiananmen Square in public celebra- 
tion of victory. It then marched up to the 
Wu Men and through the palace, accompa- 
nied by a Russian military band and British 
Indian pipers. 

Chinese officials opened doors and ush- 
ered the procession along a pre-arranged 
route through the throne rooms and au- 
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dience halls on the main axis, followed by 
a swing through private apartments and 
gardens on the east side of the rear half 
of the complex, and out through the main 
north gate. This route was uncannily simi- 
lar to that taken by most organized tours 
today, their megaphone-wielding guides 
replacing the pipers. 

That this episode is not reported in Ge- 
remie R. Barmé’s new survey of the For- 
bidden City initially comes 
as a surprise, because de- 
spite the book’s small phys- 
ical size, it seems at first a 
complete inventory of lit- 
tle gems about the palace, 
as well as a treasury of facts 
with only the most obscure 
connection to it. 

In a preface entitled A 
Readers’ Guide, there’s a 
warning that the book will 
take the most meandering 
possible route through the 
labyrinth of Forbidden City 
lore, a route it modestly de- 
scribes as “non-chronologi- 
cal.” This reads as an after-the-fact attempt 
to justify the book’s lack of structure, ac- 
knowledging that it is one “to which the 
reader might need a guide.” 

The best parts of the book are whole 
chapters that muse their way through 
long strings of loosely connected ideas. 
One chapter takes us rapidly through the 
Shunzhi emperor’s love for a particular 
concubine, the politics of Qing succession, 
and apocryphal stories of imperial sexual 
practices and the Kangxi emperor’s in- 
spection tours of southern China. It wan- 
ders back on topic with the point that the 
architecture and gardens Kangxi saw on 
these tours influenced his own building 
program at the palace. 

We are then taken through Kangxi’s 
interest in medicine and Jesuit technol- 
ogy before turning back to a detailed ac- 
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count of a particular hall. Then we are led 
off to see whether Yongzheng was actu- 
ally Kangxi’s chosen successor, to consid- 
er Yongzheng’s treatment of the author of 
the Chinese classic, The Story of The Stone, 
through a sketch of the book’s contents, 
and then to ponder the Qianlong emper- 
or’s devotion to his mother. 

Other chapters contain completely 
straightforward historical narrative, and 

at times it seems as if the 
book has two authors not 
one. 

There also seem to be 
two levels of criticism. 
There’s fairly scathing 
commentary on the antics 
of Mao’s court, but criti- 
cism of contemporary au- 
thority, and of the Palace 
Museum administration in 
general, is perhaps more 
muted than is deserved. 

As the book explains, 
since 1949 it’s not the stew- 
ardship of the current 
administration that has pre- 
served what’s left of the Forbidden City, but 
incompetence and neglect. A plan to smash 
anew cross-town highway across the front 
of the Wu Men was shelved for lack of 
funds as Mao’s “Great Leap Forward” plan 
to catch up with the West through collec- 
tivization led instead to massive economic 
contraction and widespread starvation. 

The plan was revived in the 1960s only 
to be lost, rather ironically, in the tur- 
moil of the Cultural Revolution, during 
which campaigns against old things and 
old thinking led to the outright destruc- 
tion of much of China’s cultural heritage. 
The museum’s director was nearly beat- 
en to death, the museum itself was shut, 
and troops were stationed in the palace to 
stave off Red Guard attacks. 

In recent decades and despite what are 
probably the largest gate receipts of any 
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historical site in China there’s been little 
sign of real conservation or care, and every 
sign of greed. Air conditioners have stud- 
ded ancient buildings converted to use as 
gift shops, one of which offers you access 
to what they claim is the Qianlong emper- 
or’s own bed, if your purchase of trinkets 
is great enough. Successful foreign busi- 
nesses such as Linguaphone and Starbucks 
have found themselves forced out only to 
be replaced with mysterious swiftness 
by near-identical wholly Forbidden City- 
owned operations. 

But despite these various revenue 
streams, roofs have been sufficiently ill- 
maintained that they sprout entire mead- 
ows and water leakage has eventually led 
to almost complete and inauthentic re- 
builds of major halls, whose pillars are 
now concrete rather than wood, if the at- 
tendants are to be believed. 

The conclusion is surely that the Chi- 
nese ought not to be left in charge of their 
own heritage and perhaps more serious 
conservationists greeted the announce- 
ment of the UNESCO World Heritage list- 
ing in 1987 as a welcome internationalizing 
of responsibility. Except that in breach of 
the rules of the convention, the current ad- 
ministration has without the compulsory 
consultation with UNESCO experts gone on 
unilaterally to replace roofs with a wilder- 
ness of inauthentically consistent modern 
tile, and entirely reconstructed one sec- 
tion destroyed nearly a century ago, but 
with modern interiors closed to the gen- 
eral public and intended for use as a pri- 
vate club. 

Other sections continue to rot, although 
some might argue there’s authenticity in the 
filth and decay visible at the Zhai Gong or 
Palace of Abstinence, for instance, with its 
overgrown roof and peeling beams. These 
certainly demonstrate an abstinence of care 
at least since the last emperor was finally 
expelled from the palace in 1925. 

But as Mr. Barmé points out, for much 
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of its history parts of the complex lay in 
ruin. Maintenance was minimal or nonex- 
istent, and repairs only undertaken when 
they almost amounted to reconstruction. 
Photographs from the military procession 
in 1900 clearly show rotting wood, sagging 
beams, fallen plaster and peeling paint. 

The journalists who joined the march 
through the city by foreign armies report- 
ed that carpets were filthy and interiors 
dingy. In the words of a report published 
in the Times, “everything indicated slov- 
enliness, neglect, and decay.” The grass 
had been allowed to grow up through the 
bricks of the courtyard in sufficient quan- 
tities to interest the officers’ horses. 

Another visitor in 1901 described the 
halls as “polluted with the dirt of a de- 
cade and cursed by the maladministration 
of corrupt palace officials.” So in this way 
the current state of affairs is historically 
authentic, too. 

The book is missing much. There’s lit- 
tle mention of the lives of the eunuchs who 
for most of the palace’s history formed the 
overwhelming majority of those present, 
and precious little on the Ming dynasty be- 
yond details of the palace’s initial construc- 
tion, for instance. Some links, such as those 
with Gormenghast author Mervyn Peake, 
are weak, and at times the book is reduced 
to lists, such as versions of “Forbidden City” 
in other languages, adjectives commonly 
used about the palace, films in which it is 
featured as a backdrop and Flora Robson’s 
various roles as female monarchs. These 
roles included a turn as Empress Dowager 
Cixi in 55 Days at Peking, about the 1900 
Siege of the Legations. 

But if one title about the Forbidden City 
is to be read before traveling or taken as a 
companion on a visit, it should be this one. 
A cabinet of curiosities in portable form, 
its robust language, historical detail, and 
entertaining narratives are the perfect 
antidote to the carefully sanitized and 
politically corrected accounts both of the 
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administration-approved audio headsets 
and the freelance guides who mill around 
the Wu Men today, waiting for modern 
armies of visitors who now number more 
than nine million a year. 


KFC IN CHINA: 
SECRET RECIPE FOR SUCCESS 
by Warren K. Liu 
Wiley, 200 pages, $19.95 





Reviewed by DENIS MCMAHON 


OR ALL OF China’s ability to in- 
duce culture-shock in first-time 
visitors, the real down-the-rab- 
bit-hole moment—particularly for those 
finding themselves deep in the hinter- 
land—may come after passing KFC again 
and again while in search of the comfort- 
ing familiarity of a Big Mac. According to 
Warren Liu in KFC in China: Secret Recipe 
for Success, with about 2,000 restaurants 
throughout China, Krc has a 2 to 1 advan- 
tage over McDonald’s, the reverse of the 
global ratio. While the relative prevalence 
of chicken over beef in the typical Chinese 
diet may give the Colonel’s original recipe 
an innate advantage in this two-horse race, 
that doesn’t begin to explain the extent of 
KFC’s success. The U.S.-based fast-food gi- 
ant has become an almost inevitable part 
of the Chinese cityscape, and stands out as 
one of only a handful of Western brands 
that have captured the hearts and minds 
of the Chinese consumer. That there aren’t 
more is testament to China’s notoriously 
difficult business environment and the id- 
iosyncrasies of the local market. All of this 
makes KFC an intriguing case study. 
Taiwan-born Mr. Liu, a former Shang- 
hai-based executive with yum! Brands, 


œo Mr. McMahon is a Shanghai-based reporter 
for Dow Jones Newswires. 


Reviews 


www.feer.com 


which owns KFC, seeks to outline in his 
book the key management decisions that 
lead to the firm’s success. He joined the 
company in China in 1997, as KFC was em- 
barking on a period of rapid expansion, 
and left three years later in 2000. While 
it’s been quite some time since he left, Mr. 
Liu makes the case that management and 
structural changes made during the period 
were key to KFc’s transformation, coming 
after the company decided to grow its way 
out of the Asian Financial Crisis. Hence, 
while KFc’s 20-year history in mainland 
China would make for a fascinating biog- 
raphy, one that will no doubt one day be 
written, Mr. Liu’s effort is unapologetical- 
ly amanagement book, and one that can be 
readily consumed in one gulp on the flight 
across the Pacific. 

Mr. Liu’s starting point is that China is 
different. Sadly, that particular cliché has 
gotten a bad wrap in recent years, oft cited 
as the reason successful Western business 
people seem to leave their business sense 
at customs upon arrival. Instead, Mr. Liu 
argues it should be cause for open mind- 
edness and a willingness to change, and 
contrasts KFC China’s abandonment of 
core elements of the brand’s global busi- 
ness model with McDonald’s sticking with 
what had proven to be successful else- 
where. Whereas KFC globally is in many 
ways simply a management company, KFC 
China has brought many functions that 
would typically be outsourced, back in- 
house. Most notably, a lack of experienced 
food and beverage industry managers in 
China meant that—with the exception of 
a limited and largely unsuccessful experi- 
ment with franchising in the 1990s—most 
of the brand’s restaurants are owned and 
managed by KFc China, although a fresh 
attempt at franchising has recently been 
launched. Similarly, the supply chain has 
also been kept under direct management 
to ensure control over a key element in the 
restaurant’s rapid expansion. 
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Alongside control, Mr. Liu trumpets 
localization—of both staff and menu—as 
central to KFC’s success in China. Trans- 
forming it into a “Western brand with 
Chinese characteristics,” localization has 
meant KFC is not so much a foreign curios- 
ity as a quasi indigenous brand, with posi- 
tive ramifications when it comes to dealing 
with government, landlords, suppliers and 
consumers. The menu board in any KFC in 
China certainly offers more exotic fare 
than one would expect in London, New 
York or Louisville, Ken- 
tucky. 

But it’s here that the 
book starts to fall short of 
its potential, as Mr. Liu of- 
ten fails to draw the line 
between how any given 
decision contributed to the 
overall success of the firm, 
even though the link may 
seem intuitive. For exam- 
ple, Mr. Liu cites the intro- 
duction of youtiao, a simple 
deep-fried dough, typical- 
ly served up roadside for 
breakfast, as an important 
move toward localization. With no figures 
to show whether consumers have, in fact, 
embraced the Colonel’s take on a Chinese 
breakfast favorite, the reader is simply 
left with the assertion that it was a good 
idea—by no means a foregone conclusion. 
This reviewer, long fond of youtiao, has al- 
ways been puzzled by why one would go to 
KFC for something usually available from 
the local bus stop for a few cents. Similar- 
ly, KFC’s decision to open its first store in 
Beijing is presented as an inspired move 
that yielded dividends in government re- 
lations, particularly when compared with 
McDonald’s first store in the more affluent 
but politically irrelevant Shenzhen. Yet no 
example of those dividends is ever forth- 
coming. 

Equally, Mr. Liu spends little time on 
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the mechanics of how a particular ap- 
proach was implemented. One of the more 
interesting lessons of the book is that KFC 
centralized management of its network 
of suppliers in the mid-1990s. That al- 
lowed for an improvement in quality con- 
trol, standardization of products, better 
oversight of supplier relations, central- 
ized brand management and economies 
of scale in purchasing. Mr. Liu notes that 
it was a difficult process, given that KFC’s 
local joint-venture partners through- 
out the country often had 
vested interests in main- 
taining certain supplier 
relationships—without 
then explaining how they 
were able to it. But manag- 
ing such relationships are 
an issue that have caused 
headaches for foreign busi- 
nesspeople since China 
opened up to investment, 
and insight into how KFC 
handled them is probably 
of more value to the bud- 
ding entrepreneur than the 
revelation that such part- 
ners may have their own agenda. 

A general reluctance to use anecdotes 
ultimately makes the book less engaging 
for the nonbusiness reader, but they are 
clearly not the author’s intended audience. 
Instead, the book’s value is as a checklist 
of management decisions taken to pursue 
a fast growth strategy in developing Chi- 
na, and as warning against importing pre- 
conceived notions into a complex market. 
As such, it is probably useful reading for 
graduates of American business schools 
looking to move overseas. But it is not the 
definitive story of KFC in China, which, 
based on this small taste, certainly de- 
serves to be written. 
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BITTER ROOTS, TENDER SHOOTS: 
THE UNCERTAIN FATE OF 
AFGHANISTAN’S WOMEN 


by Sally Armstrong 
Viking Canada, 276 pages, $32 





Reviewed by LAN CHESLEY 


OWARD THE END of Bitter Roots, 
Tender Shoots, Sima Samar is 

tending her rose garden: “As she 
snips a wilting rose—‘it’ll make the new 
one grow’—she contemplates the one-step- 
forward, two-steps-backward progress 
for women in Afghanistan and says, ““We 
started with no systems at all. We have ac- 
complished a lot.” She snips another rose, 
admires the new ones, and casually says 
there has been another night letter threat- 
ening to kill her and all the staff at the hu- 
man rights commission.” 

Dr. Samar is the chair of the Afghan In- 
dependent Human Rights Commission, 
one of many impressive Afghan women 
leaders, and one of many who regularly re- 
ceive death threats for the work that they 
do. Journalist Sally Armstrong reports on 
the work of Dr. Samar and others to pro- 
mote human rights and women’s rights in 
a country where neither have existed for 
decades, if ever. The obstacles are legion, 
whether they come in the form of a militant 
attack on a luxury hotel (Dr. Samar narrow- 
ly avoided being killed in the Serena Hotel 
attack in Kabul in January 2008) or the el- 
derly Islamic fundamentalist who served as 
the country’s chief justice. 

Bitter Roots, Tender Shoots is an impor- 
tant book for two different reasons. It tells 
stories that rarely show up on the front 
page of the Western media, stories of wom- 
en who are struggling to make life bearable 
for half the population of a war-trauma- 
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tized nation. It also unintentionally points 
up the tension between what some Afghans 
consider Western cultural domination and 
what some in the West consider to be uni- 
versal human rights. 

From the point of view of modernity, 
there is no defense for what still happens on 
a daily basis to Afghan women. Polygamy is 
legal in Afghanistan’s civil code, provided 
that the husband is capable of supporting 
all his wives and treating them equally, but 
many first wives feel degraded by the prac- 
tice. Families often discourage their daugh- 
ters to engage life outside the home, and 
some even mete out severe physical punish- 
ment for disobedience. Many of the female 
prisoners in Afghan jails are there because 
the law treats rape victims as criminals. 

The commodification of women is not 
metaphorical in rural Pashtun society, 
where young women are traded to settle 
disputes or to pay off large debts. Women 
who choose not to play their roles in tribal 
custom face mutilation or death, frequent- 
ly with the assent of older female members 
of the community. This brand of violence 
continues against Afghan girls who choose 
to go to school: in November, militants on 
motorbikes attacked a group of girls in the 
southern city of Kandahar with spray bot- 
tles of powerful acid. That attack recalled 
the origins of the mujahideen in the 1970s, 
when the warlord Gulbuddin Hekmatyar 
was a student at Kabul University, throw- 
ing acid at women who chose not to wear 
headscarves. 

Most Afghans and Westerners alike 
feel revulsion at these horrendous attacks, 
which are clearly beyond the pale of any law 
of war or sense of honor. There have been 
plenty like them in all periods of Afghan- 
istan’s recent history, so it is not a simple 
matter of blaming the Taliban. Ms. Arm- 
strong correctly repeats that the warlords 
of the 1990s—now members of parliament 
and President Hamid Karzai’s cabinet—are 
just as guilty when it comes to women. 
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Matters are less clear, though, when 
Ms. Armstrong treats cases that inhabit a 
grey area, when more is required than just 
moral recoil. For example, the inability of 
women members of the Afghan parliament 
to form a coherent bloc elicits consterna- 
tion in Ms. Armstrong. She views them as 
disorganized and sometimes self-serving, 
indeed a disappointment to the cause. 

A case in point is Ms. Armstrong’s in- 
terpretation of the celebrity of Malalai 
Joya. Elected to the lower house of par- 
liament in 2005, Ms. Joya seized attention 
at its opening ceremony by declaring that 
the men in the room were “criminal war- 
lords whose hands are stained with the 
blood of the people.” This prompted death 
threats from the warlords, but it also at- 
tracted the gaze of the Western press. The 
latter quickly anointed her a heroic speak- 
er of truth to power, which led to invita- 
tions from foreign countries for speaking 
engagements. 

At this point, Ms. Armstrong expresses 
her chagrin at the twenty-something MP’s 
decision to direct criticism at the NATO 
mission: “She repeated the diatribe in a 
dozen cities, and she contradicted herself: 
demanding the international community 
leave the country one minute, and warn- 
ing that if they left, the place would col- 
lapse into civil war the next. She vilified 
those who would help Afghanistan in one 
breath, and in the next one, accused the 
world of abandoning it.” 

This is in fact the dilemma someone 
like Ms. Armstrong finds herself in when 
she seeks the authentic voices of Afghan 
women. When a voice is confusing, self- 
contradictory, or simply disagreeable, then 
she is called “irresponsible” and “dema- 
gogic.” Ms. Armstrong clicks her tongue in 
dismay over the missed “lesson about the 
delicate business of politicking, and the 
need to exercise wisdom and understand- 
ing in dealing with the public.” What to 
her looks like demagogy seems more like 
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the classic political strategy of playing to 
one’s electoral base. 

And yet itis Ms. Armstrong herself who, 
throughout the book, makes it clear that 
she has no patience for people who would 
take care not to alienate Afghans by forc- 
ibly transforming their culture. There is 
unfortunately no fast-track approach to 
modernizing Afghanistan’s laws, customs, 
and cultural assumptions when it comes to 
gender. Attempts to eradicate them sum- 
marily will only result in a backlash, just 
like what happened during the Soviet war. 
The stories of the women in this book are 
certainly inspiring and need to be heard. 
But there is danger in too aggressively try- 
ing to cultivate what can only grow on its 
own with time. 


THE LAST JEWS OF KERALA: 
THE TWO THOUSAND YEAR 
HISTORY OF INDIA’S FORGOTTEN 
JEWISH COMMUNITY 
by Edna Fernandes 
Skyhorse, 256 pages, $24.95 





Reviewed by BEN FRUMIN 


FTER A TWO-DECADE drought, 
the 400-year-old synagogue in 

Jew Town is finally going to host 
a wedding. The Times of India reported in 
mid-December that on Dec. 28—the eighth 
and final night of Chanukah this year— 
Shelomo, a 28-year-old Indian Jew with an 
M.B.A., and Susan, a 25-year-old Jew from 
Mumbai, would wed. The couple, whose 
last names weren’t given and who report- 
edly met on a social networking site, are 
the first Indian Jews to marry in the south 
Indian state of Kerala since 1987. While 
that may well be cause for celebration, 
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the nuptials are news because of a simple, 
undeniable fact that Shelomo and Susan’s 
wedding will not change: Jew Town is dy- 
ing. What was once a thriving community 
of thousands of Jews who claimed lineage 
back to the Israel of the Old Testament is 
now wasting away, little more than a curi- 
ous tourist destination comprised of a few 
dozen Indian Jews, the majority of whom 
are older than the modern state of India. 

“This is the end of history for the Jews 
of Kerala,” writes British Indian journalist 
Edna Fernandes in her informative if imper- 
fect new book chroni- 
cling the death throes 
of this once flourishing 
diaspora, unsurprising- 
ly titled The Last Jews of 
Kerala. “Sixty years af- 
ter the formation of the 
state of Israel, 60 years 
after the birth of the In- 
dian republic, the clock 
is ticking for India’s oldest Jewish Diaspora, 
and it is one minute to midnight.” For some 
Indian Jews, that over-the-top metaphor 
is too generous, “‘We’re not a dying com- 
munity,” corrects Gamy Salem, one of Jew 
Town’s few remaining Jewish residents, as 
he sips masala chai with Ms. Fernandes in 
his house on Synagogue Lane. “The joke 
is, we’re already dead. See how the tourists 
stare at us, like animals in the zoo, like the 
living relics we’ve become. Buy your two- 
rupee ticket, come see the Jew show while 
it lasts. This is our ending after two thou- 
sand years.” 

Of course, there are still roughly 5,000 
Indian Jews living in the world’s largest 
democracy, most of them in and around 
Mumbai. It’s really only the Jews of Ker- 
ala who are nearly finished. So what hap- 
pened? As Ms. Fernandes writes, Kerala’s 
Jews are “a people who vanquished the 
treacheries of history, fled Israel after the 
destruction of the beloved Second Tem- 
ple and later escaped the horrors of the 
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Inquisition in Europe to build a new life 
in India.” After the fall of Jerusalem in 70 
CE, “Kerala was one of the natural safe ha- 
vens that the Israelites turned to in their 
renewed banishment and persecution.” 
Unlike other Diaspora communities, “the 
Jews of Kerala were a feted people, em- 
braced by neighbors ofall creeds” in India. 
They had “every advantage,” and were not 
threatened “by anti-Semitism or war, nor 
pestilence or the vagaries of nature.” 

In Ms. Fernandes’ telling, the Jews of 
Kerala were not humbled by outside forces 
or circumstances. In- 
stead, they “embraced 
demise” through a 
“tragicomic feud” of 
diserimination. The 
line between feuding 
groups was, as is too 
often the case, a racial 
one, with two sects of 
Indian Jews of differ- 
ent ancestries—sadly labeled “the Blacks 
and Whites” because of the colors of their 
skin—arguing pointlessly over who arrived 
in India first and who ought to enjoy the 
claim’s accompanying political and eco- 
nomic privilege, letting this debate breed 
resentment, hate and derision that result- 
ed in a de facto apartheid among Kerala’s 
Jews. Nominally, the Whites won the ar- 
gument—in spite of and not because of the 
evidence, Ms. Fernandes writes—and en- 
joyed a social ascendance largely denied to 
the Black Jews. Intermarriage remained a 
fierce taboo until just a few decades ago, 
even when it was desperately needed to 
prop up the dwindling numbers of the Jews 
of Kerala. 

As much as Ms, Fernandes makes of the 
Jews’ failure to allow marriage between 
Blacks and Whites, the exodus of many 
Indian Jews to Israel is perhaps just as re- 
sponsible for the disappearance of Jews 
from Jew Town. For the Jews of Kerala, 
India was, in many ways, “meant to be no 


more than an interim homeland,” and when 
the modern state of Israel was created in 
1948—less than a year after India declared 
independence—many Indian Jews up and 
left. Many of The Last Jews of Kerala’s best 
passages delve into the conflicted, emotion- 
al tearing of Indian Jews in Israel who don’t 
feel at home even in their supposed home- 
land, ill-prepared for the reality that the 
home their people were exiled from thou- 
sands of years ago doesn’t feel like home at 
all, not compared to the India they know 
and love. Ms. Fernandes subtly and skill- 
fully questions the nature of religious and 
national identity, but in so doing potentially 
undermines a central premise of her book. 
Are the Jews of Kerala really a dying people 
if most of them have just moved back to Is- 
rael? When Ms. Fernandes asks “What is 
it like for a people whose end has come?” 
one wonders whether the more appropriate 
question is something like “Does the identi- 
ty of a people change along with the ground 
beneath their feet and the flag flying above 
their heads?” 

The premise that the Jews of Kerala are 
dying is critical to Ms. Fernandes’ ratio- 
nale, and she does not hold back from re- 
minding the reader just how fragile these 
poor Indian Jews are in their last days. 
Synagogue Lane “had become a place of 
repose for phantasmal shadows” and the 
Jews of Kerala “wandered through Jew 
Town like ghosts communing with the 
living,” “the embodiment of an exhaust- 
ed history,” “no more than living museum 
pieces,” “a people afflicted by some kind 
of collective malaise, a brooding fatalism 
born of the realization that they are the 
architects of their own downfall.” 

Ms. Fernandes also overdoes it with an 
optimistically simplified description of the 
tolerance that greets Jews in India, saying 
Kerala “remains a testament to India’s re- 
ligious co-existence, to its traditional ethos 
of tolerance, despite the periodic eruption 
of religious extremism that scars India’s 
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long history.” Here, she writes, “Jews en- 
joyed a harmony thatis rare in their history, 
living in peaceable accord with neighbors of 
every faith.” This may well be true in some 
respects, but it also blurs many of the ugly 
complexities of religious pluralism in India 
and the too-high level of intolerance that is 
casually and generally accepted throughout 
much of the country. Further, one need look 
no farther back than the end of November 
to find an exceptional instance of religious 
violence against Jews in India, when six 
Jews, including a young American rabbi 
and his wife, were murdered in a shocking 
series of terrorist attacks in Mumbai. 

Nonetheless, The Last Jews of Kerala is 
a compelling read about an unlikely tribe’s 
last days in an India once foreign, now 
home, but abandoned in favor of an Israel 
that “did not turn out to be the fabled par- 
adise that held them spellbound in child- 
hood, but a hostile landscape of loneliness 
and rejection.” For many of the Jews of Ker- 
ala, the answer to deep philosophical ques- 
tions about religious and national identity 
seems clear: “India,” Ms. Fernandes writes, 
“for all its failings, remained home.” 


CHINA’S TIBET?: 
AUTONOMY OR ASSIMILATION 
by Warren W. Smith Jr. 
Rowman and Littlefield, 400 pages, $49.95 





Reviewed by LESLIE HOOK 


HE YEAR 2008 was a turning point 
T for Tibet. Protests across the Ti- 

betan plateau in March led to a 
tightening of Chinese policies in the region 
and, at the same time, the Tibetan exile 
community embarked on its most serious 
re-examination of the Middle Way policy— 
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which advocates autonomy within China— 
in nearly two decades. A series of dialogues 
last year between the Chinese government 
and envoys of the Dalai Lama, the spiritu- 
al leader of Tibet, spluttered to an acrimo- 
nious halt. In November, the Dalai Lama 
summoned the Tibetan exile community 
for an unprecedented meeting to discuss 
the future of Tibet. At stake was the cen- 
tral question: Is the Middle Way approach 
still the best option for Tibet? 

This question is also what 
animates Warren Smith’s 
new book, China’s Tibet?, 
which chronicles China- 
Tibet relations since 1951. 
In seven fluid chapters, the 
book covers recent Tibetan 
history, with an emphasis on 
Chinese propaganda and how 
Chinese leaders have viewed 
Tibet. Mr. Smith, a journal- 
ist and scholar who has had 
25 years of experience in Ti- 
betan studies, pays particular 
attention to official Chinese 
statements, histories and white papers that 
reveal the beliefs that shape China’s poli- 
cies in Tibet. As he revisits this history, Mr. 
Smith methodically cuts away at many of 
the assumptions that underlie the Middle 
Way approach. 

His fundamental conclusion is a contro- 
versial one: The Middle Way approach has 
“evolved into something akin to a cult of 
wishful thinking,” he argues, which is in- 
capable of improving the actual situation 
of Tibetans inside Tibet. In its place, Mr. 
Smith advocates self-determination for Ti- 
bet, tantamount to independence. 

His argument hinges around the idea 
that China sees the issue of Tibet purely 
in terms of national sovereignty, and will 
never view it as anything else. True auton- 
omy as advocated by the Dalai Lama will 
never be possible because it would be too 
threatening to China’s claims over Tibet, 
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Mr. Smith believes, and as long as Beijing 
controls the degree of autonomy granted 
to the region, Tibet will never enjoy true 
autonomy. “The issue of Tibet ... can be re- 
solved only by separation into two political 
entities or the assimilation of one nation to 
another. Beijing, if not Dharamsala, seems 
clear on this point. Although China claims 
that there is no issue of Tibet’s sovereign- 
ty—Tibet having ‘always’ been a part off 
China—it deals with Tibet as if that were 
the only issue.” 

Presented with this di- 

chotomy between separa- 
tion and assimilation, Mr. 
Smith says that China’s 
goal is assimilation. He 
supports his thesis with 
propaganda works such as 
Serf, a 1963 film that played 
a seminal role in dissemi- 
nating the image of “pre- 
liberation” Tibet as a feudal 
hell on earth, a view wide- 
ly accepted inside China. 
Works like these demon- 
strate why China’s view of Tibet cannot 
be reconciled with Tibet’s: 


It is something of an article of faith among 
Tibetans, or at least exiled Tibetans and 
their international supporters, that the 
Chinese really know the truth about Ti- 
bet (as the Tibetans see it) but just can’t 
admit it. This common basis of truth is 
thought to provide the ground upon which 
a dialogue and a resolution can begin. De- 
spite this Tibetan belief, everything that 
the Chinese do or say about Tibet, from 
official propaganda to the privately ex- 
pressed opinions of Chinese individuals, 
reveals that there is no common basis of 
truth. Most Chinese do not believe that 
Tibet ever was or should be independent, 
that Chinese motives in Tibet were impe- 
rialistic, or that the Chinese who went to 
Tibet treated Tibetans badly. 


Mr. Smith rejects the idea that dialogue 
between China and Tibet will help the two 
sides reach compromise. China engages in 
the dialogue because it is part of a propa- 
ganda strategy, Mr. Smith writes, which 
allows Beijing to buy time as well as “to pla- 
cate [China’s] international critics.” Recent 
history supports his claim: After the riots 
in Lhasa in March 2008 (which took place 
just as the book was going to press), the in- 
ternational community called on Beijing to 
seriously engage in dialogue with the Dalai 
Lama. Envoys of the Dalai Lama were invit- 
ed to Beijing for talks three times last year. 
But after the third round of talks was com- 
pleted, the Kashag, a council of elders of 
the Tibetan government, stated that: “The 
P.R.C.’s repression and hardline policies to- 
wards Tibet and Tibetans have worsened 
and there is no sign of positive change.” 

Tibet’s reasons for engaging in dialogue 
and sticking to the Middle Way approach 
are more complex. The Middle Way has 
been immensely successful outside Chi- 
na, but not at all successful inside China— 
where it really counts. Mr. Smith describes 
how it was first adopted in the late 1970s af- 
ter the United States and China established 
diplomatic relations (which made it more 
difficult to call for Tibetan independence). 
Mr. Smith believes the Middle Way policy 
is confusing to Tibetans. 

The continued adoption of the Middle 
Way has much to do with the exalted po- 
sition of the Dalai Lama within the Tibet- 
an community. He writes: “The weakness 
of the Tibetan political system is that Ti- 
betans will not voluntarily choose their 
future for themselves as long as the Da- 
lai Lama is there to choose for them ... If 
Tibetans had a truly free choice, uninflu- 
enced by either the Chinese or the Dalai 
Lama, all indications are that they would 
choose independence.” 

Mr. Smith believes that the Middle Way 
will not work because China has no inten- 
tion of making any concessions in the dia- 
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logue process. “In order to imagine that the 
[Middle Way approach] is practical, the Da- 
Jai Lama and proponents of the autonomy 
strategy have to dismiss as irrelevant the 
history of China’s assimilationist cultural 
and political policy, the evidence that au- 
tonomy is an inherent threat to China’s na- 
tional identity and territorial integrity, and 
the lack of any evidence that autonomy is 
capable of preserving Tibetan cultural and 
national identity.” 

In the months since the book has been 
published, the Dalai Lama has also ex- 
pressed his desire for the Tibetan people 
to look to themselves, rather than to him, 
to determine the future course of Tibet. 
The pro-independence voices within the 
Tibetan community have grown louder, 
particularly as the dialogue process has 
failed. Nonetheless, even after November’s 
summit in Dharamsala, the community and 
the Tibetan government in exile continue 
to endorse the Middle Way. 

Mr. Smith’s somber conclusion is that 
“there may be no resolution to the Tibet is- 
sue other than the one that China chooses 
to impose.” But he still believes that ad- 
vocating self-determination is more likely 
to produce results than advocating au- 
tonomy. “As some Tibetans have said, if 
autonomy is 100 percent impossible and 
independence (or self-determination) is 
only 99 percent impossible, then indepen- 
dence is the better choice.” 

Whether or not readers agree with this 
conclusion, China’s Tibet? is essential for 
understanding how the Sino-Tibetan rela- 
tionship became what it is today. As the Ti- 
betan community discusses alternatives to 
the Middle Way, and the Dalai Lama works 
to prepare Tibet for the day when he is no 
longer around, there is no better time to 
revisit this history. Although Mr. Smith 
draws stark conclusions from the history 
he examines, his writing is very fair. It is 
by giving voice to China’s view of Tibet—of- 
ten overlooked, or discounted as biased by 
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international observers—that he proves his 
point. His clear-eyed analysis makes a very 
convincing case. 


CLEARING A SPACE: 
REFLECTIONS ON INDIA, 
LITERATURE AND CULTURE 
by Amit Chaudhuri 
Peter Lang Oxford, 330 pages, $19.99 





Reviewed by EUGENE DATTA 


MONG THE SUBCONTINENTAL 
writers of his generation, Amit 
Chaudhuri, as an essayist, is pos- 
sibly the most astute and persuasive. Few 
have dared to take on as diverse a range of 
subject matters as he has, and fewer still 
have spoken with as much authority about 
as many things. Clearing a Space brings to- 
gether 25 of his essays and reviews written 
over 14 years and published in journals such 
as the London Review of Books, the Times 
Literary Supplement, the New Republic, 
the Observer and the Hindu. 

Mr. Chaudhuri starts with the inescap- 
able dichotomy—“first language” versus 
“mother-tongue”—that is rooted in the cre- 
ative enterprise of most South Asian writ- 
ers working in English. “Why English?” 
was the question asked of him when he was 
still a university student in England and an 
aspiring writer. Interestingty, the answer in 
the case of most of his predecessors would 
have been less straightforward than the 
one he had to offer—not having been taught 
Bengali (his mother tongue) in school, he 
didn’t know the language well enough to 
write in it. 

To expound the complex relationship 
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that the forerunners in Anglophone Indi- 
an writing had with the language of India’s 
colonizers, Mr. Chaudhuri reminds us of 
Michael Madhusudan Dutt, a 19th-centu- 
ry Bengali poet who, having failed as a lit- 
erary practitioner in the English language 
(despite creating a considerable body of 
work in English), had turned to his native 
tongue, introducing the sonnet to vernacu- 
lar prosody and writing an epic poem that 
reinterpreted the notion of heroism in the 
Hindu epic Ramayana. What shaped Dutt’s 
literary sensibility and career (as those, 
Mr. Chaudhuri argues, of many writers af- 
ter Dutt, including himself), was a twofold 
process of “disowning” and “recovery”—his 
initial relinquishment and final reclama- 
tion of the vernacular; his exile in Europe 
followed by homecoming. 

In the case of another great Indian writ- 
er, N.C. Chaudhuri, the binary of rejection 
and re-embrace worked differently, as he 
wrote in English (most notably, a book 
named The Autobiography of an Unknown 
Indian), seeking, as Mr. Chaudhuri points 
out, to both escape and express his “Benga- 
liness,” and went to England after the age 
of 50 to spend the rest of his long life away 
from his place of birth. By his own unapol- 
ogetic admission, he wrote (at least his au- 
tobiography) for a Western audience. The 
stories of Dutt and N.C. Chaudhuri, and 
those of writers such as A.K. Ramanujan 
(an English-language poet who also trans- 
lated Tamil poetry), and even vernacular 
authors such as OX. Vijayan (an important 
name in Malayalam writing, he had been a 
student of English literature) and U.R. An- 
antha Murthy (a leading figure in Kannada 
literature who has also written in English), 
are replete with patterns of this dual, com- 
plicated negotiation with the native. Mr. 
Chaudhuri brings this to light in order to, 
as he puts it, “propose an alternative story 
of [Indian] modernity and modernism; to 
distinguish it from both European modern- 
ism and the narrative of post-coloniality.” 


Crucially, Mr. Chaudhuri’s own “home- 
coming” did not entail any newborn alle- 
giance to the Bengali language, because in 
his case “that ‘Indian’ language was Hin- 
dustani classical music.” And perhaps also 
because, one suspects, of the fact that Eng- 
lish is no longer the “foreign” language 
Dutt and N.C. Chaudhuri wrote in; while, 
on one hand, its relationship to the gen- 
eration of writers born a decade or so af- 
ter India’s independence is not as fraught 
with colonial history, it is, on the other, a 
language that, with the emergence of the 
new Indian identity (however muddled), 
has also been sufficiently vernacularized. 
If asked the same question today, Mr. 
Chaudhuri, and indeed most of his peers, 
would answer it differently, and that is be- 
cause the subcontinent’s appropriation of 
English is well nigh complete. If it is not 
yet spoken by everyone in India, it might 
be instructive to recall that no other In- 
dian language is spoken by every Indian 
either. 

However, “Which audience do you 
write for?” is a question that continues to 
haunt the Indian writer writing in Eng- 
lish. A question, as Mr. Chaudhuri points 
out in a brilliant essay named “The East as 
a Career: On ‘Strangeness’ in Indian Writ- 
ing,” that would not be asked of vernacular 
writers. “English, then,” he says, “is part 
of the problem.” The residue of the suspi- 
cion with which the country once regard- 
ed its English-language writers, he argues, 
is still at work among those who ask that 
question. To them (who belong, thank- 
fully, to a dwindling constituency), writ- 
ing in English is “an act of bad faith.” Arun 
Kolatkar’s work in English (in particular, 
his book of poems called Jejuri, which won 
the Commonwealth Poetry Prize in 1977, a 
year after its publication) so outraged the 
Marathi critic Bhalchandra Nemade, that 
he, almost a decade later, published an es- 
say titled “Excerpts from Against Writing 
in English—An Indian Point of View,” es- 
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sentially a diatribe against Kolatkar, who, 
incidentally, also wrote in Marathi. 

Jejuriis hailed as a modern classic, and 
its author, in Mr. Chaudhuri’s words, “was, 
in the fledgling tradition of Indian writ- 
ing in English, the first writer to devote 
himself utterly to the transformation and 
defamiliarization of the commonplace.” 
As Mr. Chaudhuri correctly points out, in 
contemporary Indian writing in English, 
Kolatkar’s legacy has been ignored in favor 
of postcolonial history and suppositions 
inspired by the social sciences. Nuance 
and irony, qualities central to the quiet 
aesthetic of Kolatkar, have been sacrificed 
for the lush, the bustling, and the fantas- 
tic, which, after Salman Rushdie, have be- 
come key components of the Indian novel 
in English. Although he means not to, Mr. 
Chaudhuri sets Kolatkar and Rushdie in 
direct opposition, drawing our attention 
to the two distinctly different trajectories 
they have made available to the contempo- 
rary Indian writer. His argument in favor 
of the path less trodden is as compelling as 
it is significant. 

In other essays, Mr. Chaudhuri enquires 
into colonial history and nationalism, the 
notions of culture and secularism in India, 
and the phenomenon of Hindu revival- 
ism, the new Bharatiya Janata Party-bred 
“Hinduness.” His observations on global- 
ization and the infiltration of money and 
how they have changed Indian society, the 
new, market-determined perceptions of art, 
politics and religion, and even Bollywood’s 
journey from the margins to the main- 
stream, along with a wide variety of other 
subjects, are indicative of his unflagging en- 
gagement with contemporary life, making 
this collection of essays an important body 
of work. While Mr. Chaudhuri’s arguments 
are not always indisputable, they remain 
consistently original and intellectually rig- 
orous, offering thought-provoking, out-of- 
the-box articulations of what it means to be 
Indian, modern and secular. i 
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FILIPINO FIGHT CLUB 
by Janis Foo 


ILIPINO FAMILIES BROWSED the 
stores in Manila’s sm Mall of Asia 

as festive Christmas music played 
gently in the background. Until that is, a 
scruffy voice blared through the loudspeak- 
ers: “Now on mat two, men’s purple belt un- 
der 79 kilos.” Three or four men stretched 
and jumped in place beside the music arena 
of the shopping complex, waiting their turn 
to fight. On mat two, the referee waved his 
hand, signaling the start of the match. Ina 
space usually reserved for children’s choirs, 
holiday shoppers look on, enthralled, as one 
fighter tried to strangle the other with a 
“guillotine choke.” 

To say that mixed martial arts has tak- 
en the Philippines by storm fails to do jus- 
tice to the enthusiasm for the combat sport. 
Virtually unknown a decade ago, MMA now 
draws a devoted fan base willing to pay up 
to $200 to see a fight. MMA and its close 
and slightly less bloody relative, Brazilian 
Jiu-Jitsu (which the mall showcased on 
that particular day), easily attract crowds 
of thousands. The sport’s swift acceptance 
into the mainstream has not only created 
a lot of local buzz, it has also gotten the at- 
tention of both international and domestic 
promoters keen on grabbing their share of 
this bourgeoning market. 

MMa is essentially Brad Pitt’s Fight Club 
but with a few more rules. Anything that is 
legal in Brazilian Jiu-Jitsu, boxing, wres- 
tling, kickboxing, taekwondo and judo is 
fair game—for instance, punching, kick- 
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ing, grappling and choking. Fighters will 
often start out boxing and then all of a sud- 
den a kick, punch or throw will bring both 
competitors to the ground. Then they'll 
be wrestling, trying to put each other in 
a choke hold or joint lock. The fight ends 
when one person is knocked out or taps his 
opponent to indicate that he has given up. 
If neither happens, then the decision is left 
to a panel of judges. 

Early mma fights in the 1990s, many of 
which took place in the United States and 
Japan, allowed and even encouraged kick- 
ing a downed man and blows to the groin. 
Only biting and eye-gouging were forbid- 
den. Since then, however, the sport—which 
U.S. Senator John McCain once denounced 
as “human cockfighting”—has for the most 
part cleaned up its act. There are now prop- 
er weight classes, competitors must wear 
gloves and a ban on crotch kicks has been 
put in place. Even Mr. McCain recently 
conceded that the sport has evolved sig- 
nificantly. Nonetheless, blood and broken 
bones still abound, keeping all but the faint- 
hearted coming back for more. 

MMA simply “fits” Filipinos, says David 
Denisi, a competitor in the novice division 
of the tournament. “We like basketball, 
but we’re not built like some of the [other] 
players. We're stocky and quick and built 
for MMA.” 

The sport’s success in this archipelago 
nation should not come as a surprise. Af- 
ter all, this is a country where all types of 
fighting have enjoyed enormous popular- 
ity throughout history. Case in point: When 
Filipino hero Manny Pacquiao entered the 
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ring with Mexican-American boxing legend 
Oscar De La Hoya at the MGM Grand Gar- 
den Arena in Las Vegas on Dec. 7, 2008. 

Amidst a global economic downturn, the 
much-anticipated Pacquiao-De La Hoya 
match made frontpage news on nearly every 
publication in Manila. “It’s Time to Rum- 
ble!” the Philippine Star’s Dec. 7 headline 
screamed. The nation came to a standstill. 
Traffic in the capital, normally a chaotic 
jumble of scooters and jeepneys, 
was practically nonexis- 
tent. The bout even 
prompted an unoffi- 
cial, one-day ceasefire 
between the Filipino 
military and separat- 
ist, Muslim rebels in 
the nation’s southern 
provinces. 

For a country 
that has been under 
foreign control for 
much of its modern 
history—it was colo- 
nized by the Spanish 
in the 16th century, and 
was later occupied by the Americans and 
the Japanese—fighting champions have be- 
come symbols of Filipino might in the face 
of oppression. The boxing ring, in particu- 
lar, has historically been, and still is, a plat- 
form for airing public tensions surrounding 
race, nationality and politics. 

When the legendary Pancho Villa 
knocked out Welsh flyweight champion 
Jimmy Wilde in 1923, his victory reverber- 
ated throughout the Philippines. Standing 
at just five feet one inch, and never weigh- 
ing more than 114 pounds, Villa was the 
first Filipino world boxing champion. As 
one American journalist wrote at the time, 
“The man in the street regarded the victo- 
ry as a certain sign that the United States 
government will see that the Filipinos are 
capable of self-government. [Even educat- 
ed Filipinos] while deploring prizefighting, 
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were nevertheless elated.” 

The notion of the Filipino as the un- 
derdog with a fighting spirit continues to 
resonate in contemporary Pinoy culture. 
After Mr. Pacquiao’s victory, President Glo- 
ria Macapagal-Arroyo captured the wide- 
spread euphoria when she stated that his 
“boxing feat is testament to the spirit of the 
Filipino, our resiliency and strength to face 
the challenges that come our way.” Given 

this history, it’s no wonder that 

MMA, arelatively new fight- 

ing sport, has become so 

popular in such little 
time. 

Yet scratch the sur- 
face and it’s clear the 
evolution of MMA in 
the Philippines was 

ws neither smooth nor 
_ Ge ; pretty. Fighting leg- 
me / end Alvin Aguilar 
doesn’t have happy 
memories of his days 
as an MMA competi- 
tor in 1990s Manila. 
Back then the “no-holds- 
barred” combat sport had an underground 
following, and many of the fights took place 
in gyms or in the streets. Violence outside 
the ring was commonplace. “I myself have 
been stabbed, shot so many times,” he told 
me rather nonchalantly, as he watched 
ringside at the mall. 

In spite of this, Mr. Aguilar believed the 
sport had incredible potential. “mma is a 
niche market,” he said, “but it’s the fastest 
growing market.” Over the past five years, 
dozens of MMA schools have sprouted up 
in Manila in response to rising demand 
not just from bloodthirsty boys, but from 
women and children as well. 

A desire to tap into MMa’s market poten- 
tial, as well as to “showcase Filipino talent 
to the world,” inspired Mr. Aguilar to estab- 
lish the Universal Reality Combat Champi- 
onship (URCC) in 2002, the first and largest 
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MMA league in the Philippines. With com- 
petitors from the Philippines, China, Bra- 
zil, the U.S. and Belgium, the organization 
is about to expand to Hong Kong, Macau 
and Singapore. 

Meanwhile, this budding cash cow 
hasn’t gone unnoticed by the American- 
owned Ultimate Fighting Championship, 
which Forbes magazine recently nick- 
named the “Ultimate Cash Machine.” The 
uFc, the world’s largest MMA organization, 
currently generates about $250 million 
per year, controls 90% of the MMA indus- 
try and is the largest 
pay-per-view content 
provider in the world. 
Purchased in 2001 for 
just $2 million, the 
company is now worth 
more than $1 billion, 
according to Forbes. 

Looking to take their 
business world-wide, 
uFc Chairman Lorenzo Fertitta, along 
with urc star Chuck Liddell, recently paid 
a visit to Manila to consider expansion 
into the Philippines. The response from 
Filipinos was overwhelming. Thousands 
showed up at the Mall of Asia, where Mr. 
Liddell signed autographs and led a brief 
MMA workshop. The UFC was so impressed 
by the reception that they quickly signed 
a deal with the Philippines’ Balls Channel, 
a sports television network owned by ABS- 
CBN, to co-organize the first UFC event in 
Manila planned for May 2009. 

But translating popularity into pesos 
may not be so straightforward. One Amer- 
ican promotion organized a disappointing 
event in Manila in 2007, despite having an 
impressive set of internationally known 
fighters in their line-up. Struggling to fill 
seats, they eventually gave out tickets for 
free. Moreover, many of the smaller fight- 
ing organizations in the Philippines actual- 
ly run at a loss. Part of the problem is a lack 
of sponsorship. Some Filipino companies 
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remain skittish about backing what they 
still think of as an overly violent form of 
entertainment, explained Robert San Diego 
of the Fearless Fighting Championship, the 
Philippines’ second largest MMA league. 

The urcc, which has drawn as many as 
7,000 to a single event, is an obvious ex- 
ception. But its success is no accident. Over 
the past six years, Mr. Aguilar has worked 
hard to develop a savvy marketing cam- 
paign and to leverage local connections. 
To fill stadiums and produce new fans, 
the urcc will, for example, hold fights 
alongside other niche 
events, such as raves. 
One of the urcc’s four 
partners is a rave pro- 
moter. “He brings in 
the people,” said Mr. 
Aguilar. Another part- 
ner owns Solar Sports, 
a Philippines television 
network; “he does the 
broadcasting.” As a result of such efforts, 
“were pretty much going mainstream al- 
ready,” the MMA mogul explained. 

While Mr. Aguilar’s success has thus 
far been fairly exceptional, only time will 
tell whether he will ultimately be out- 
done by the Americans. The urc, which 
had acquired and then quickly disbanded 
a popular Japanese MMA league in 2007, is 
certainly up for the fight. 

Yet all this talk of money and immi- 
nent takeovers seemed distant at the Mall 
of Asia, where the atmosphere was affa- 
ble. “If you look in the crowd,” Mr. Aguilar 
said, pointed at the many spectators gath- 
ered along the first and second floors of 
the arena, “you see some of the old street- 
fighters from before. But there won’t be 
any violence. It’s nice now because every- 
body’s friends.” Along the railings, small 
boys grinned as they looked on at the mats. 
For them, a shopping trip punctuated by 
sweaty brawls has simply become part of 
everyday life. 1 i 
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Leave it to the Koreans 


KOREANS ENJOY A reputation for being 
Asia’s most hard-core proponents of ed- 
ucation. Moms in the Hermit Kingdom 
even make Japan’s kyoiku mamas look 
like Britney Spears before she went into 
rehab. Case in point: Snapped at Incheon 
Airport, this young lady, photographed be- 
low, catching up on the latest in Asian poli- 
tics and economy. Clearly the Koreans are 
also hailed in the region for their exquisite, 
trend-setting taste. 





Rice Is Nice 


IN CASE YOU were wondering about how 
Chinese people’s marginal propensity to 
consume rice, Steve Levitt, professor of 
economics at the University of Chicago 
and author of Freakanomics, provided the 
answer in a recent column: Rice, it seems, 
is a Giffen good, but prostitution services 
are not. 

For those of who have forgotten Eco- 
nomics 101, the demand for a Giffen good 
increases as the price goes up. With a sta- 
ple food, a rise in price may make people 
feel so much poorer that they end up con- 
suming more of it than expensive alterna- 
tives. Since everyone seems to be getting 
poorer at the moment, at least there’s a sil- 
ver lining here for rice farmers. 
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Schadenfreude 


THE EDITORS OF Germany’s Max Planck 
Forschung magazine wanted to feature 
a classical Chinese poem on the cover of 
their China issue. Un- 
fortunately, the verse 
they came up with was 
a raunchy little dit- 
ty about the feminine 
attributes of a Maca- 
nese showgirl named 
KK. We’re still awaiting 
word on whether Miss 
KK has received a sud- 
den influx of German 
customers. 
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Xinjiang’s High Times 


LOOKS LIKE CHINA’S “four great inven- 
tions” will have to make room for a fifth— 
the doobie. According to the Toronto Star, 
the world’s oldest pot stash has been un- 
covered in a shaman’s tomb near Turpan. 
The 2,700-year-old bodacious bud, which 
was still green and contained THC, was 
found in a leather basket and a wooden 
bowl. And considering he was holding 789 
grams, the shaman clearly expected to ex- 
perience plenty of visions in the afterlife. 


Singapore Ink 


THE LION CITY is playing host to an inter- 
national tattoo show this January. That 
may not raise eyebrows elsewhere in the 
world, but we remember the days when 
Changi immigration harassed male visi- 
tors with long hair for being “hippies.” 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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p January 5-6: 
2009 East-West MBA All-Star Case Challenge, Beijing 


The 2009 Case Challenge is co-organized with Microsoft, and features teams of MBA students from all 
over the world as they work on a real-life problem concerning mobility and marketing. 


| January 9-10: 
Sanya Forum and Multinational Roundtable, Sanya, Hainan 
The Cheung Kong Sanya Forum is an annual event that brings together leading executives and 


entrepreneurs in an intimate and relaxing environment for discussion of issues crucial to business 
success in China. 


f January 13: 
Cheung Kong GSB / Danwei.org Creative Business Panel, Beijing 


Hear from individuals who have melded their creative interests with their business careers in this panel, 
organized by Cheung Kong GSB and Danwei.org. 


[ January 15: 
The China-US Economic Relationship, 2009-2013 Panel, Beijing 


What influence will the new Obama administration have over the US-China relationship? Beijing-based 
National Correspondent for The Atlantic Monthly James Fallows, Cheung Kong GSB Professor Li Wei, 
and Far Eastern Economic Review Chief Editor Hugo Restall will try to answer that question and make 
a few predictions about what the next four years will look like. 


Cheung Kong GSB events are free and in English, attendance is by RSVP only 
For more information, please contact Jonathan Tang: jonathantang@ckgsb edu.cn, or +86 10 8518 8552 
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Defense as Diplomacy 


by Shaukat Qadir 
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Defense and diplomacy are tied by an umbilical cord; neither one can effectively 
function without suppert from the other. Even as last month's attacks in Mumbai were 
unfolding the Indian media had decided that the perpetrators were Pakistanis and the 
Indian government did not take long to follow suit The Pakistani government ané 
people hastened to express their sympathy, but hardly had the terrorists been killed or 
apprehended and sircady the Indien government had Begun to threaten unilateral 
action against Pakistani citizens a la U.S intrusvons into the Pakistani tribal areas 
Posted January 2, 2009. 
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RECENT ESSAYS & REV OWS 


Weathering the American Contagion By Ulrich Vot 


There's long been talk of èa decoupling of developing counties anc emerging markets 
from the U.S. economy. Some evon set their hopes in b reversed decoupling, meaning 
that Big emerging economies like China could take over as engines of world growth and 
pull the U.S. forward. It is now evident that this was wishful thinking The U.S. already 
has the flu, Europe and Japan have been infected, snd there is ne way that the rest of 
the woric's economies wil get by unscathed 
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India’s ‘Other’ Terrorism By Chad Haslett 


The terror attacks on Mumbai made headlines around the world. When the dust 
sottied, we found ourselves asking the same questions, “How cid this happen?” and 
"What could wè have Gone to provant this?” But while India and the world contemplates 
the Causes and consequences of these attacks, we ignore India's “other” terrorism: 
From late August through October, organized Hindu extremist groups committed 
systematic attacks killing more than 100 people, mostly Christians, in the eastern India 
state of Orissa. Most worrying, the terrorists responsibie for Orisea's violence remain 
at-large and have explicitly threatened to repeat their attacks on Dec 25 
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China's Contaminated Brand Hy Henry |. Miler 


China's food adulteration woes continue as testing has revealed that melamine 
contamination of epps produced in three provinces has caused kidney stones and renal 
failure in children. This comes on the heels of widespread milk contamination with 
Melamine that hes sickened more than 50,000 anc killed at least four. Chinese officials 
have attempted to restore consumer confidence. But so far their measures are not 
likely tọ reassure foreign consumers and importers of Chinese products 
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Dispatch from China's "Puppet Capital’ Sy Jonathan Adams 


QUANZHOU, China - On à factory Noor in this city on China's southeast coast, 15 
women huddie over sewing machines, stitching the clothes of the gods. They're skilled 
laborers, embroidering detailed, brightly colored dicties' outfits, banners and wall 
hangings for Buddhist, Taoist and folik temples. They also make clothes for the hand 
puppets and marionetios that have earned Quanzhou fame as China's "puppet capital.” 
The factory used to make products for export, particularly to neighboring Taiwan. Now, 
with the global financial crisis and è corresponding drop in China's export market, it's 
increasingly selling to domestic Chinese buyers 
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As Bangladesh prepares for 
porfiamentary clections on Dec. 29, the 
prospect of è return to democracy after two 
years of rule Dy an army-backed interim 
government has some citizens waxing 
optimistic 
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VERYWHERE AROUND THE world, this extraordinary period of 
economic turmoil is driving a resurgence in the power of the 

state. Not only are governments bolting the regulatory stable 
doors and spending in the vain hope of cushioning the blow. There is 
also rising distrust of market solutions, even though the root causes of 
the crisis can be traced to government missteps. Even in the best case, 
it will take years to unwind harmful government interventions. 

As Mark Thirlwell writes in this issue, that is just one of the legacies 
of the crisis. East Asia in particular escaped poverty over the last gen- 
eration by embracing globalization. But it has remained in the passen- 
ger seat of the global economy, despite much talk of decoupling. Could 
it now take a leadership role? 

Without excusing the failures of Western policy makers, there are 
a number of problems with this scenario. Leadership requires making 
some difficult decisions to override parochial interests. Asian govern- 
ments do not seem to be using their newfound power to do so. 

Bibek Debroy and Salil Tripathi write on India’s difficulty in un- 
dertaking reforms to bring its economy up to international standards. 
Ken DeWoskin examines China’s policy on foreign investment, which 
remains capricious and reactive to the government’s latest domestic 
priorities. And while Asian officials are right to be critical of U.S. pro- 
tectionism like the recent “Buy American” policy embedded in stimulus 
spending, Greg Rushford points out that they seem blind to their own 
glaring shortcomings in this area. 

The most likely scenario is that as the global economy recovers, it will 
naturally revert back to a model similar to that before the crisis. The 
real legacy could be political rather than economic. Unemployment is a 
lagging indicator, meaning we have yet to see the full effects of the crisis 
on the real economy and the ordinary worker. This will put tremendous 
stress on the patronage networks of elite politicians, bureaucrats and 
tycoons that rule Asia. 

Barry Wain profiles in this issue the incoming Malaysian Prime Min- 
ister Mohamed Najib Razak, who is due to take over from Abdullah 
Badawi later this month. In normal times Mr. Najib would be well suited 
to take the helm. But his background as an aristocrat and conservative 
career politician, together with the dynamics of the ruling party UMNO 
that are putting him in power, suggest that there is a major crisis brew- 
ing. Populist pressures of the type that have shredded Thailand’s social 
contract in recent years could soon be felt across the region. 
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LETTERS 





A Reply to Minister Su Jun-pin 


THE DILIGENCE OF President Ma Ying-jeou 
and his ministers in responding in recent 
months to various concerns about Taiwan’s 
criminal justice system is most welcome. 
This includes the letter from Minister Su 
Jun-pin of the Government Information 
Office about my article “Taiwan’s Justice on 
Trial” (REVIEW, December 2008). Of course, 
there are other issues of civil and democrat- 
ic rights outside the trials of former Presi- 
dent Chen Shui-bian and his family. But it 
is these court cases that put Taiwan’s rule 
of law to an unprecedented test. 

The data on prosecutions of elected of- 
ficials cited in Mr. Su’s letter are one met- 
ric, but I’m not convinced that they make 
a strong case for neutrality of the courts. 
The majority of criminal charges against all 
politicians has been over vote buying. Vot- 
ers disapprove of this and the government 
has cracked down out of practical necessity. 
But legal observers assess the underlying 
biases of the court system in more structur- 
al terms. They describe the system and the 
people who comprise it as still mired in the 
Kuomintang’s fusion of party and state. 

Until the early 1990s, senior government 
officials were seldom prosecuted for any- 
thing, despite widespread rumors and re- 
ports of corruption. Mr. Ma, then Minister 
of Justice, set the pace in cracking down 
on vote buying. But there were much fewer 
prosecutions of top officials outside of this 


THE FAR EASTERN ECONOMIC REVIEW 
welcomes letters to the editor sent via fax to 
(852) 2503-1530, by email to letters@feer.com or 
by post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


narrowly defined crime, and nothing com- 
parable to the raft of major corruption cases 
at the national level that appeared when the 
KMT returned to power last year. 

During former President Chen’s second 
term (2004-08), prosecutors began to in- 
vestigate the Democratic Progressive Party 
administration in earnest. It remains to be 
seen if these prosecutions were justified. 
Coincidental or not, the investigations gave 
useful public point to the KMT’s assertions 
that Mr. Chen and his ppp government were 
“notoriously corrupt,” ignoring compari- 
sons with earlier governments. While nu- 
merous DPP officials were investigated and 
prosecuted, many have been acquitted for 
lack of evidence. When the prosecutors are 
unduly aggressive and their conviction rate 
low, there naturally will be questions about 
their motivation in pursuing those cases. 

As for the issue of detentions without 
a warrant, this may be a matter of defini- 
tions. As I noted, Taiwan law clearly per- 
mits judges to authorize the detention of 
a defendant prior to formal indictment up 
to four months under certain conditions 
(which almost always apply to important 
ppp defendants). The 2008 U.S. Depart- 
ment of State Human Rights Report on 
Taiwan states that, “Warrants or summons 
are required by law except when there is 
ample reason to believe the suspect may 
flee, or in urgent circumstances ... By law, 
prosecutors must apply to the courts with- 
in 24 hours after arrest for permission to 
continue detaining an arrestee.” The ju- 
dicial affairs committee of the Legislative 
Yuan is now considering ways that hope- 
fully will reduce future abuses. 

Julian Baum 
Washington, D.C. 
Note: See FEER.com for full-length version. 
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Asia’s Fate in the 
New World Order 


The world economy is up for grabs in a way that it has not been for 


decades. This represents both an opportunity and a challenge— 


especially for policy makers from Asia’s emerging powers. 


by Mark Thirlwell 


NN i eel) Ad 


F 2008 was the year of the 
global financial crisis, 2009 
is turning out to be the year 
of the real economy fallout: 
a case of Aprés Lehman, le 
déluge. It now seems almost unavoidable 
that 2009 will see the world economy con- 
tract in real terms, producing the worst 
performance for global growth since 
World War II. International trade and cap- 
ital flows have been falling so precipitous- 
ly that deglobalization is threatening to 
replace globalization as the best descrip- 
tion of our current international econom- 
ic environment. Soft protectionism—in the 
form of local content provisions and finan- 
cial mercantilism—is on the rise. Com- 
modity prices have crashed. Unemployment 
is climbing, as is social unrest, and govern- 
ments have started to topple. 

Despite initial hopes that Asia might es- 
cape the worst consequences of a crisis that 
had its origins in the United States’ hous- 
ing market, the region is now suffering ex- 
tensive collateral damage. The crisis has 





driven a stake through the heart of the de- 
coupling thesis—that overly optimistic 
proposition that Asia would be relatively 
immune from a recession in the world’s 
largest economy. It’s true that large stocks 
of foreign-exchange reserves and banking 
systems that appear to have had only lim- 
ited exposure to some of the most toxic fi- 
nancial assets both provided some initial 
protection against financial market conta- 
gion. But the implosion of rich country de- 
mand has since been transmitted rapidly 
across the region’s supply chains, contrib- 
uting to a dramatic downturn in economic 
activity. Final-quarter GDP readings for 
2008 have been dismal for almost all of 
East Asia’s economies, dragged down by 
plummeting exports and industrial pro- 
duction. Small, open economies like Singa- 
pore have been particularly badly hit, but 
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so too has Japan, turning in its worst quar- 
terly performance in more than three de- 
cades. Even an economic powerhouse like 
China probably saw growth stall toward 
the end of last year. In South Asia, India, 
less dependent on global trade than East 
Asia, has nevertheless seen its growth 
prospects undermined by the deteriorating 
global environment and a reversal of capi- 
tal flows, while Pakistan has had to turn to 
the International Monetary Fund. 

With export and industrial production 
readings for the start of this year continu- 
ing to signal evaporating demand, early in- 
dicators for the current quarter present 
little cause for optimism for many Asian 
economies. One positive is that although 
developed Asia, led by Japan, is facing re- 
cession this year, the fact that China and 
India will keep growing over 2009 means 
that emerging Asia will avoid the outright 
contraction in output that is the fate of the 
rich world. Even so, the sharp declines in 
growth rates now in prospect will push up 
poverty and unemployment in economies 
which still contain many of the 
world’s most vulnerable 
people. 






Such is the magnitude of the current 
shock, and of the policy responses to date, 
that it’s clear that the world economy is 
changing, and Asia’s fortunes with it. But, 
the question is, by how much? 

It’s now glaringly apparent that the fi- 
nancial carnage is going to take a heavy 
toll on global economic activity. It’s simi- 
larly apparent that East Asia is the victim 
of a second major crisis in little more than 
a decade. Does this also mean that we 
should expect a fundamental change in 
the long-term trajectory of the interna- 
tional economy? If so, what will that mean 
for the region? 


A Tale of Five Stories 


ONE WAY TO think about these questions 
is to look at some of the key drivers of the 
precrisis world economy, and ask how the 
crisis has changed things. We can begin by 
setting out five stories that helped describe 
the previous situation. 

Story No. 1 was the story of the Great 
Convergence, a tale of rapid, sustained 


= economic growth in the developing world, 

# particularly in the two giant, billion-peo- 
z= ple plus economies of China and India, and 
#= the resultant gradual narrowing of the in- 


 come-per-head gap between the more 
~ _ than one-third of the world’s population 
= found within their borders and that much 


smaller share of the global population for- 


A tunate enough to be living in the rich 
< world. One consequence was a shift in the 
== geographic distribution of economic activ- 


ity in the world economy toward Asia in 


Z general, emerging Asia in particular and 


= China most of all. A whole series of fore- 


= casts and scenarios, beginning with the 


i g Za now famous Brazil, Russia, India and Chi- 
= na (BRICS) projections of Goldman Sachs, 


i h predicted a great overtaking of developed 


= by developing economies in the economic 
=— league tables, albeit in terms of absolute 





GDP rather than in GDP per capita terms. 
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Where economic weight went, geopolitical 
influence followed, prompting expecta- 
tions of both an Asian Century and an 
Emerging Market Century. 

Story No. 2 was about a resource-con- 
strained world economy, or what happened 
when the Great Convergence met resource 
and environmental constraints. Rapid in- 
dustrialization and urbanization in China, 
and to a lesser extent India, contributed to 
a surge in commodity prices, as well as to 
growing concerns about resource security 
and environmental constraints. By July 
2008, as the commodity 
supercycle was peaking, 
oil prices had climbed 
to more than $147 per 
barrel, and forecasts of 
$200 per barrel were 
widely viewed as cred- 
ible. Meanwhile, a run- 
up in food prices had 
seen rice prices exceed 
$1,000 per ton, creating fears of social un- 
rest across Asia and prompting worries 
about anew Malthusian age. In a resource- 
constrained world, both environmental and 
resource-security issues were grabbing at- 
tention in the developed and developing 
world, albeit to different degrees. Voters 
and policy makers in the rich world were 
paying more attention to environmental 
sustainability, manifested in growing pub- 
lic concern about climate change, while the 
food crisis and a soaring oil-import bill 
meant that emerging Asia was increasingly 
preoccupied with securing access to the en- 
ergy and raw materials needed to power its 
factories, and the price of the food required 
to sustain its populations. 

Story No. 3 was second thoughts on glo- 
balization. It was about the way in which 
the globalization-friendly international- 
policy environment that had dominated the 
world economy since at least the late 1980s 
was under challenge. That challenge origi- 
nated mainly in the developed world, and 
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E Renewed calls for 
greater regulation and 
more protectionism are 


emerging as nations 
rethink globalization. | 


to a large extent reflected rich-world fears 
about the competitive and strategic chal- 
lenges posed by the globalization-powered 
rise of China and India. The shifting bal- 
ance of economic power produced by the 
Great Convergence was reflected in a 
changing pattern of global trade and—es- 
pecially—financial flows. The developed 
world’s economies found themselves strug- 
gling to adapt to an international financial 
environment where Sovereign Wealth 
Funds (swFs) and other state-directed in- 
vestment flows originating from emerging 
markets, particularly in 
Asia and the Middle 
East, were playing an 
increasingly important 
role in crossborder cap- 
ital movements. Used to 
investment flowing 
from the developed to 
the developing world, 
many in the former 
were disconcerted when it turned out that 
capital could flow both ways. Meanwhile, 
prominent trade economists and rich-coun- 
try politicians fretted over whether boom- 
ing trade with emerging Asia was 
contributing to rising inequality within the 
rich countries. The consequences of this 
changing environment were visible in the 
waning commitment to further liberaliza- 
tion evident in a repeated failure to prog- 
ress the Doha trade round and fears of 
developed-country financial protectionism, 
prompted by cases such as the negative re- 
action to cNooc’s bid for Unocal. 

Story No. 4 concerned the return of the 
state to a more important role in the inter- 
national economy. All three of the preced- 
ing stories indicated a greater prominence 
for government, suggesting that the long 
swing toward the market that got under- 
way in the 1980s and intensified during the 
1990s had started to move into reverse. The 
Great Convergence and the shift in eco- 
nomic power toward countries like China 


that allocate a relatively large economic 
role to the state was part of this story. But 
it also reflected the consequences of a re- 
source-constrained world—seen in the de- 
mand for more policy action on the 
environment. Similarly, the rethink on glo- 
balization has produced a demand in the 
developed world for either new or extended 
regulation or protection(ism), or both. 

Finally, there was one more powerful 
story to tell about the precrisis world 
economy. Story No. 5 was the story of fi- 
nancial globalization and the consequent 
emergence of global financial capitalism. 
As we now know all too well, this last sto- 
ry has ended in tears. But what does the 
unhappy ending of this final story mean 
for the other four? And what does this 
mean for Asia? 


Reading Between the Lines 


TAKING THE FIRST four stories described 
above in reverse order, it seems obvious 
that one consequence of the global finan- 
cial crisis has been to make story No. 4— 
the return of the state—even more 
compelling. The response of governments 
to the economic disaster now unfolding 
has been both dramatic and extensive, 
ranging from bans on short selling through 
the bailout of individual institutions and 
on to the extension of blanket deposit guar- 
antees and widespread financial support 
and partial nationalization, now supple- 
mented by substantial fiscal pump-prim- 
ing. Such has been the scale of the shift in 
the U.S., for example, that the U.S. econo- 
mist and blogger Brad de Long has quipped 
that while the Bush administration may 
have entered office as social conservatives, 
they found themselves leaving it as conser- 
vative socialists. 

The crisis has accelerated significantly 
the swing in the pendulum back towards 
a greater role for government. That swing 
was already underway, but it is now hap- 
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pening much faster, and in countries that 
had hitherto been closely associated with 
the move to reduce the economic role of 
government. The size of the change will 
now be appreciably greater as well: While 
the return of the state may have been on 
the cards before the current crisis, it’s hard 
to believe that the nationalization of much 
of the British banking sector was. 

For Asia, the implications of this trend 
are likely to be mixed at best. On the one 
hand, the dramatic extension of state in- 
tervention in North America and Europe 
may mean that some of the past protesta- 
tions from Washington, London and Brus- 
sels about the way some in Asia manage 
their economies are toned down in favor 
of a greater acceptance of diverse econom- 
ic models. On the other, we have already 
seen signs that the new extension of gov- 
ernment control, at least in some respects, 
may prove inimical to open global mar- 
kets. So, for example, the use of taxpayers’ 
money to prop up domestic banks or na- 
tional car companies has already brought 
with it the politically logical but economi- 
cally destructive demand for jobs and cap- 
ital in the subsidized industries to be kept 
“at home.” Local content provisions tagged 
on to government stimulus packages are 
another sign of this process at work. Given 
that Asian economies have been particu- 
larly big winners from the expansion of 
world trade, this is a worrying trend. 

Similarly, Story No. 3, the reconsidera- 
tion of globalization, has been reinforced 
by the financial crisis. If the side-effects 
deriving from globalization’s successes— 
the fear of powerful new trade competi- 
tors, the angst over SWFs, environmental 
strains and resource-security fears—were 
enough to prompt second thoughts, then 
it seems hard to believe that the massive 
failure that is the global financial crisis 
will not produce an even greater emphasis 
on globalization’s downside. If a sizeable 
proportion of the electorate in the rich 
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world were skeptical about globalization 
even before the U.S. housing market went 
belly up and triggered the subprime crisis 
and all that followed, then the biggest in- 
ternational financial crisis since the 1930s 
is hardly going to temper that skepticism. 
The bigger the real economy fallout—that 
is, the higher unemployment rates go— 
then the bigger the likely antiglobaliza- 
tion backlash. The backlash could also 
spread to Asia: East Asia has now been the 
victim of two major crises in the space of 
roughly a decade, and many in the region 
feel, particularly in the case of the current 
crisis, that it has been a largely innocent 
bystander. 

Again, this trend is problematic for 
Asia. Certainly, the region has suffered 
from some of the downsides of globaliza- 
tion: the volatile capital flows that contrib- 
uted to the 1997-98 financial crisis are an 
obvious example. Yet crossborder trade 
and capital flows have played an important 
role in facilitating catch-up growth in 
emerging Asia, and in sustaining prosper- 
ity in developed Asia. A world where there 
are significantly more constraints on such 
flows may well be a world where Asian 
growth is appreciably lower. 

What about Story No. 2? The proposi- 
tion of aresource-constrained world is in- 
tellectually appealing when oil is at $147 
per barrel. When that oil price has fallen 
by more than $100 per barrel, it is a much 
harder sell. Environmental concerns are 
also likely to be viewed as less pressing 
during economic hard times: Govern- 
ments, elected and otherwise, are likely to 
be following their populations in worrying 
more about unemployment than climate 
change, at least in the near term. 

Does the financial crisis completely un- 
dermine this second story? It does suggest 
that a fair proportion of the surge in prices 
was a product of an overheating global 
economy and likely some speculative ex- 
cess. But that is not the same as saying that 


this explained all of it. If emerging mar- 
kets in general, and emerging Asia in par- 
ticular, are able to return to a similar kind 
of growth performance once the crisis is 
over, then some of the resource constraints 
that were occupying policy makers in re- 
cent years will once again start to bite. 
Furthermore, the cuts in investment in ca- 
pacity and delays to or cancellations of 
new projects that will be the product of 
the abrupt reversal of the price signals and 
evaporation of financing now underway 
could well end up laying the foundations 
for another commodity price spike—and 
renewed resource-security fears—in the 
future, provided that global growth is once 
again re-established at something ap- 
proaching its previous tempo. The fact 
that China is using the opportunity afford- 
ed by lower asset prices and a relatively 
strong financial position to acquire re- 
source assets in Australia and elsewhere 
suggests that Beijing is already thinking 
along these lines. 

Environmental constraints will also 
still be with us once the current crisis has 
passed, and in the medium term will pose 
both China and India significant policy 
problems. 


Rise of the Rest? 


AT FIRST, THE implications of the financial 
crisis for Story No. 1, The Great Conver- 
gence, and the consequent transfer in eco- 
nomic power toward emerging Asia, 
seemed both obvious and positive. Certain- 
ly, many observers initially appeared to 
view the global financial crisis as heralding 
the decline of the West and the rise of the 
rest. After all, its epicenter was the U.S., and 
much of the worst of the initial economic 
fallout was concentrated around the U.S. 
and Europe. Equally, there can be little 
doubt that the blow to U.S. prestige arising 
from the collapse ofits financial system and 
the failure of its regulatory model is sub- 
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stantial, a blow reinforced especially in 
East Asia by the grinding of teeth occa- 
sioned by the marked difference in the kind 
of economic policies now being followed by 
Washington as opposed to those it pro- 
pounded during the 1997-98 crisis. Then 
there is the still-expanding cost to the rich 
world in terms of foregone growth and in- 
creased government debt. Finally, the deci- 
sion to turn to the G-20—which brings 
China, India, South Korea, Indonesia and 
Australia to the global top table alongside 
Japan—as the appropriate international 
body to deal with the crisis, rather than the 
increasingly anachro- 
nistic and relatively 
Asia-light Group of Sev- 
en leading industrial na- 
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erates, it is not obvious that this will nec- 
essarily result in an acceleration of the 
convergence process. It may do so. But it is 
also quite easy to tell stories in which the 
opposite is true: A world economy marked 
by more protectionism, slower growth, 
and greater economic nationalism is un- 
likely to be one that is going to stimulate 
rapid convergence, except insofar as we 
might all fall down together. 

The most likely outcome remains one 
in which the current global turmoil repre- 
sents only a temporary disruption to the 
Great Convergence, and that in time, 
catch-up growth will 
resume in emerging 
Asia. There is certainly 
still plenty of scope for 


tions, is a significant . rapid economic growth 
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changed economic and the chance to help de- gion’s economies. Still, 


geopolitical landscape. 

All that said, the con- 
sequences of the current 
crisis for the Great Convergence, and hence 
for Asia’s place in the world, are not quite 
that clear-cut. As already noted, the region 
itself is now suffering extensive collateral 
damage from the crisis. Depending on the 
depth of that damage, there could be po- 
litical as well as economic consequences: 
One lesson from the 1997-98 financial crisis 
is that feedback effects between economic 
and political shocks can have powerful con- 
sequences for medium-term prospects. In- 
donesia is an obvious example. 

Perhaps an even more important ques- 
tion relates to how the crisis is likely to 
change the nature of the world economy 
in the longer term. The international eco- 
nomic environment of recent years has 
been very helpful in terms of facilitating 
the catch-up growth that has so benefited 
emerging Asia in general, and China and 
India in particular. So if the financial crisis 
does turn out to trigger a fundamental 
change in the way the world economy op- 


cide what comes next. | 


this is not a foregone 
conclusion, and that in 
turn suggests that the 
region and, in particular, Beijing and New 
Delhi, have a pressing interest in working 
to ensure that the kind of global economy 
that emerges from the current turmoil is 
one that is at least as friendly to economic 
convergence as was its predecessor—they 
may even want to be more ambitious. 
Despite its magnitude, the current cri- 
sis will not change everything. Even so, 
the future of the world economy today is 
up for grabs in a way that it has not been 
for decades. This represents both a great 
opportunity and a great challenge for pol- 
icy makers everywhere, but particularly 
for those in Asia’s emerging powers. Until 
now, Beijing and New Delhi have largely 
been beneficiaries of a world order that 
was first shaped and then largely managed 
elsewhere. That order is now crumbling, 
and for the first time in perhaps two cen- 
turies, they have a real chance to have a 
powerful voice in helping to decide what 
comes next. = 
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Japan’s Gpp tumbled by an annual rate of 12.7% in the last quarter of 2008. Still, it could be 
argued that Japan’s political decline is even worse than its economic one. 
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Genocide survivors rejoiced as the trial of “Duch”—the man who once tormented and tor- 
tured some 15,000 Cambodians at the notorious S-21 prison—got underway. 
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y Mrs. Clinton Goes to Asia pe a aa a 


U.S. Secretary of State Hillary Clinton’s Asia trip signals that President Barack Obama is 
likely to take a more activist approach toward the region than his predecessor. : 
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An interview with Zhang Zuhua, one of the authors of “Charter ’08”—a bold, detailed vi- 
sion of a new China, one with the rule of law, multiparty elections and the separation of 
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Too Little, Too Late in 
Southeast Asia 


by David Jay Green 





HE GLOBAL ECONOMY is 
facing a very cheerless 
2009. The OECD economies 
are sliding or already have 
slid into recession. Devel- 
oping Asian countries face weaker demand 
for exports, lower flows of remittances and 
less investment. Lower energy prices may 
help some countries, but generally lower 
commodity prices hurt. The first table 
shows that the estimates of growth for 
2009 fell as last year ended and the new one 
began. The countries more involved with 
international trade are clearly suffering the 
most with Singapore and Thailand expect- 
ed to be in recession and Malaysia to eke out 
only slender growth. For some countries, 
the impact on growth may not seem horri- 
bly large, but these are moving targets and 
the bad news continues to come. 

The impact of lower growth in South- 
east Asia should not be underestimated. 
From an OECD or developed country’s per- 
spective, 3% to 4% growth doesn’t seem so 
bad. From a Southeast Asian developing 
country’s perspective, itis close toa growth 
recession and a policy disaster. Political ex- 
pectations in Southeast Asia target growth 





well in excess of what is likely; 6% to 7% 
growth rates are medium-range targets in 
Malaysia and the Philippines. Political 
needs for growth relate partly to the com- 
mitment to lower poverty. Over time, for 
most countries, the incidence of poverty 
tracks economic growth. A rough rule of 
thumb is that 1% growth in per capita na- 
tional income in Southeast Asia results in 
a 2 percentage-point decrease in the inci- 
dence of poverty. In this region, perhaps 
200 million people live on or under $2 per 
day, from a population of approximately 
512 million. If growth slackens, large num- 
bers of people will be affected: A 2% fall- 
off in growth could translate to 20 million 
people being left in or reduced to poverty. 
Most of these people will be living in the 
more populous countries: Indonesia, the 
Philippines and Vietnam. It is not just the 
poor that will suffer in a downturn. The 
middle class will see the loss of jobs and a 


œa Mr. Green is director of the Regional Coop- 
eration and Integration Group, Southeast Asia 
Regional Department, at the Asian Development 
Bank. Later this month he will join the Asian 
Institute of Management in Manila. The views 
expressed here are his own. 
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fall-off in income and in their family busi- 
nesses. Just as in the 1997-98 Asian finan- 
cial crisis, the gains of past years are put at 
risk as businesses fail and trading oppor- 
tunities vanish. In Southeast Asia, the mid- 
dle class will make their unhappiness 
known in the political arena. 


Worried Mindset 


THE FEAR OF a growth slowdown is quite 
apparent in the response of monetary poli- 
cy: there have been determined steps in 


most countries toward eas- SLIDING ESTIMATES 


Estimates of epp Growth in 2009 (%) 


ing credit conditions and 
shoring up domestic de- 
mand. Policy makers rap- 
idly changed from worrying 
about inflation (when oil 
prices were widely viewed 
as likely to stay above $100 
per barrel) to fighting a 


world-wide credit crunch SOURCE: ASIAN DEVELOPMENT BANK, OTHERS 


and falling demand. Even before the end of 
2008, Singapore had increased liquidity; 
Indonesia, Malaysia, the Philippines, Thai- 
land and Vietnam had all cut key monetary 
policy rates and taken other steps to ease 
domestic credit markets. These steps show 
a clear focus and flexibility—when condi- 
tions changed, so did policy. That monetary 
policy has been quick to react partly re- 
flects real success in establishing indepen- 
dent monetary authorities. A relatively 
small group of people in each country has 
been able to respond to clearly changing 
conditions in a timely fashion. 

Fiscal policy measures, in contrast, ap- 
pear hesitant, small, and unlikely to have 
impact over the near term; certainly not 
commensurate with the economic slow- 
down we are seeing. Government spending, 
which could help support domestic de- 
mand, especially in the larger nations, is not 
yet being used to stimulate the economy. 
The second table shows the expected fiscal 
balances for the larger economies of the As- 
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sociation of Southeast Asian Nations. At the 
end of 2008, looking forward to 2009, fiscal 
policy in most countries was little changed 
in spite of the expected fall-off in growth. 
Only in the case of Thailand was there a 
clear, early public commitment to use fiscal 
policy to support economic activity and 
even there, political difficulties suggest im- 
plementation could be uncertain. By Febru- 
ary of this year, across the region, some 
additional planning to use fiscal policy is 
starting to appear, but by no means every- 
where. Asia is losing time. 

Part of the problem re- 
flects the decision-making 
processes. In the larger 
countries, such as Indone- 
sia, the Philippines and in 
Thailand, changing the 
government’s budget, and 
establishing a political 
consensus on what to do, is 
no easier than it is in the 
United States, which has seen months of 
delay on a stimulus plan. 

One issue hindering Southeast Asian 
public spending is a fear of falling into “debt 
traps.” Indonesia and the Philippines, es- 
pecially, have had experiences of public 
debt weighing on public financial resources 
for years, restricting fiscal freedom and im- 
posing real costs. Table 3 shows how the 
Asian financial crisis drastically elevated 
external debt levels for some countries. 
Over time, however, most nations have re- 
duced their external indebtedness. Statis- 
tics for total public debt generally show the 
same trends. For Indonesia, Malaysia and 
Thailand, as of 2007, public debt as a frac- 
tion of GDP ranged from 35% to 42%. The 
Philippines is the one large nation that po- 
tentially is still dogged by past debt prob- 
lems. While public debt has fallen in the 
Philippines in relation to the size of the 
economy, it was still 62.3% of app in 2007, 
well above its regional neighbors. Other 
than the Philippines, the larger ASEAN 





countries have fiscal freedom that was lack- 
ing earlier in the decade. 

A second fear inhibiting the use of fiscal 
policy may be a legitimate concern over 
whether deficit spending will be effective. 
There has been an extensive debate about 
the efficacy of fiscal policy, especially with 
respect to long-term outcomes. But in a sit- 
uation in which there is general weakness 
in the world economy, when excess capac- 
ity is growing, and when monetary policy 
in most countries is being directed at fight- 
ing contractionary tendencies, there should 
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tries suffer from uneven infrastructure 
service provision across the nearly 24,000 
islands. Indonesia has recently announced 
that it will seek to spend for infrastructure 
as one way to support the economy. 
Unfortunately, experience shows that 
new infrastructure programs are very dif- 
ficult to start in a short period of time. In 
particular, “greenfield” infrastructure 
projects take years to move from idea to 
implementation. Partly that is good news; 
today’s ASEAN countries are developing 
more robust, if somewhat cantankerous, 
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cerns. If ASEAN as a group 
moves to expand public 
spending, the impact is 
likely to be larger than if 
only some member nations 
do. Although, as a group, 
they are not their own 
most important markets, 
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lessen “leakages” through imports. The 
general issue of fiscal policy and stimulus 
packages was on the agenda for the Special 
ASEAN Plus Three finance ministers’ meet- 
ing, held in February 2009, in Phuket, Thai- 
land; however, it was overshadowed in the 
press reports by other topics, such as the 
mechanisms for swapping foreign exchange 
to countries in difficulty. 

This is not to give license to any and all 
ideas to spend—bridges to nowhere are still 
poor choices. But most large nations in 
Southeast Asia have some leeway to in- 
crease spending and to cushion the current 
slide of their economies. In these situations, 
it is often suggested that governments 
quicken their spending for infrastructure. 
This is particularly appealing for Indonesia 
and the Philippines where there are well 
identified needs. In both countries invest- 
ment for infrastructure as a fraction of GDP 
has hovered in the 2% to 3% range, a frac- 
tion of what is needed to provide for roads, 
ports, safe water and electricity. Both coun- 





Government-spending pro- 
grams require considerable 
political consensus to insti- 
tute large-scale changes. 
Implementation demands 
more local-level consulta- 
tions, all of which means 
that governments are more 
responsive to their citizens, 
but all of which requires time that is lack- 
ing in a crisis. If spending money quickly is 
important, infrastructure projects are not 
the best idea. 

There are alternatives. A central con- 
cern with low growth rates is the impact 
on the poor. An estimated 200 million peo- 
ple face a $2 per day budget, mostly in In- 
donesia, the Philippines and Vietnam. 
While these countries are not rich enough 
to win any short-term “war on poverty” 
they are capable, in this period of econom- 
ic distress, of devoting 1% to 2% of GDP to 
supporting the poor in direct ways, which 
could make a tremendous difference. Even 
in Vietnam, 2% of DP would allow the gov- 
ernment to give an extra $1 a day to the 
poorest 5% of the population. In Indonesia 
and the Philippines you could cover 9% to 
10% of the population, and in richer Thai- 
land you could reach the poorest 20% of 
the population. 

Of course the situation is not so simple; 
governments cannot simply throw money 
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at a particular group of poor people. There 
is little difference between people at the 
high end of the poorest 20% of the popula- 
tion and the people at the low end of the 
next group up. To help one without helping 
the other is neither equitable nor political- 
ly sensible. Moreover, simply giving money 
to large groups of people goes against most 
of the grain of current policy. But transfer- 
ring money to the poor and near-poor is 
likely to be pretty efficient at stimulating 
economic activity. Arguably it is the poorer 
in the population who will not save the 


used in this fashion have a high multiplier 
impact: When directed to the poor, little 
money will be saved and most will be used 
to buy goods and services, thus supporting 
a broader economy. 

In past periods of economic distress, 
calls to provide support for the poor have 
struggled to overcome a fear that funds 
would simply be stolen. Southeast Asian 
countries have uneven reputations for gov- 
ernance. However, the experience with so- 
cial-safety nets, especially in Indonesia and 
the Philippines during the 1997-98 financial 
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External Debt-to-Gpp (%) 


diately use the funds to buy 
local goods and services. 
The businesses of the mid- 
dle class depend on the | 
spending of the poor. 
There are, moreover, 
targeted processes that can | 
transfer money to poor peo- 
ple in a short period of time and accomplish 
other goals for the countries. Conditional 
cash transfers are perhaps the most impor- 
tant of these. These programs provide cash 
support to families on certain conditions, 
for instance, that children attend school 
and are taken regularly to health posts. 
This means that the program of income 
support to the families ensures that invest- 
ments are made in children. Given the dra- 
matic differences that early childhood 
learning and health care can make in life- 
time earnings, this is an investment that 
will ultimately pay off for the countries. 
Programs of this type have been instituted 
in Indonesia and piloted in the Philippines. 
Conditional cash transfers are only one ex- 
ample of programs that can mitigate the 
impact of growing poverty, while also pro- 
viding for greater economic potential in the 
future. The Philippines provides examples 
of community development guided by very 
strong civil-society organizations that have 
meant real improvements in living stan- 
dards, especially in urban areas. Funds 
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organization provides sys- 
tems that can be account- 
able, although problems 
were surely noted. More 
importantly, technology is 
on the side of good gover- 
nance. The spread of the 
Internet and the ubiqui- 
tous use of cell phones have sharply re- 
duced the costs of tracking government 
actions. The growing strength of civil-soci- 
ety organizations provides a watch dog that 
governments increasingly have difficulty 
ignoring. Transferring funds to millions of 
people cannot be done without opportuni- 
ties for theft, but we can do the job better 
than we have done before as a result of in- 
formation technology advances. 

Last year was an abysmal for many in 
the developed world. The collapse of asset 
markets and commodity prices has made 
sure that these troubles will travel to South- 
east Asia. But with this warning there is the 
opportunity to implement programs to pro- 
tect the vulnerable and cushion the fall in 
overall growth. To date, however, most 
countries appear to have found it easier to 
rely upon monetary policy and a hope that 
the present crisis will pass quickly, than to 
truly marshal the fiscal resources needed 
to turn the economic tide. The year has 
started with the risk that, by December, we 
will have done little to help ourselves. 1 











India’s Vicious 
Downward Cycle 


by Bibek Debroy 
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NDIA’S ECONOMIC GROWTH 
is now trending downward, 
but not everything can be 
ascribed to the global fi- 
nancial crisis. The present 
cycle of economic reforms in India dates to 
1991. These reforms were triggered by an 
external balance of payments crisis in 
1990-91. In a federal country, not all re- 
forms are under the purview of the central 
government; some are state subjects. To 
the extent the central government is in- 
volved, it has often been argued that the 
absence of a crisis led to complacency and 
reforms stagnated. This has been even 
more the case since 2003, when India 
moved to a higher growth trajectory. 
Now, ironically, with the arrival of a tru- 
ly global financial crisis, that complacency 
has given way to a backlash against free- 
trade and deregulation, the very reforms 
the country needs. Yet even before the fi- 
nancial crisis hit, last year’s food and fuel 
crises dampened some of India’s enthusi- 
asm for globalization and liberalization. 
There were, for instance, bans on exports 
of rice, wheat, maize, edible oils, sugar and 
even cement and steel, with export duties 





eventually replacing quantitative restric- 
tions in some instances. Higher global 
crude prices meant domestic prices of pe- 
troleum products were consciously insu- 
lated from transmission and the 
administered price mechanism (APM) con- 
tinued. But India wasn’t an outlier in adopt- 
ing such knee-jerk reactions, since other 
countries also introduced similar policies. 

Moreover, the left-leaning United Pro- 
gressive Alliance formed a coalition gov- 
ernment in 2004, and across a variety of 
sectors (education, health, pharmaceuti- 
cals, steel, cement, chemicals, fertilizers, 
public sector, pensions, insurance, for- 
eign-direct investment), government deci- 
sions tended to favor regulatory controls 
and state intervention rather than reliance 
on the market. This is partly ascribed to 
communist parties being part of the UPA 
government, but resistance to reforms is 
more endemic. 

So, even before the Wall Street-trig- 
gered financial crisis hit India last Sep- 
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tember, growth had begun to slow. 
Between 1992 and 2002, the annual aver- 
age rate of real DP growth was between 
6% and 6.5%. Largely because of a drop in 
interest rates in 2002, growth increased to 
8.5% in 2003-04; 7.5% in 2004-05; 9.4% in 
2005-06; 9.6% in 2006-07 and then 
dropped to 9.0% in 2007-08. The trend 
rate of growth was jacked up to around 
8.5% and this led to complacency in the 
mind of the government that nothing more 
needed to be done on the reforms front. 
Then, an increase in inflation persuaded 
the UPA government to hike interest rates— 
this shaved off around 1% from the base- 
line growth of 8.5%, and global shock 
shaved off another 1%. 

Initially, the most common reaction to 
the global shock was denial: This was 
“only” a financial-sector crisis; Indian 
banks were not that exposed to U.S. assets; 
financial-sector regulation in India was 
better than in the U.S.; there wasn’t com- 
plete capital-account convertibility; the 
fact that India hadn’t liberalized the finan- 
cial sector completely was a cushion, and 
so on. As with the East Asian financial cri- 
sis in 1997-98, the Wall Street crisis has 
been interpreted both as a caveat to mar- 
ket-based reforms and a red flag to cross- 
border financial sector liberalization. 

In the initial aftermath of the crisis, the 
decoupling argument—that growth in India 
was no longer dependant on growth in the 
U.S. or other developed Western econo- 
mies—kept surfacing, though people were 
never very explicit about what decoupling 
truly meant. Indeed, medium-term growth 
trajectories in emerging Asia seem to have 
broken away from medium-term growth 
trajectories in developed countries and 
that’s evidence of decoupling in one sense. 
However, the decoupling argument is sim- 
ply not true in a cyclical sense. Not only is 
the financial sector not decoupled from the 
real sector, India is not as insulated from 
the global economy as one tends to think, 


even if the export/app ratio may not be as 
high as China’s. 

India’s export-to-GpP ratio is 14%, ifone 
only includes goods; and 21%, if one also in- 
cludes services. Since 2002-03, exports of 
goods alone have grown by at least 20% in 
dollar terms every year, crossing 30% in 
2004-05. Exports have been a major driv- 
ing force behind both manufacturing and 
GDP growth. Manufactured exports ac- 
count for around 70% of the goods export 
basket, with petroleum products contribut- 
ing another 15%. For 2008-09, exports of 
goods were originally expected to grow at 
30% in dollar terms, touching an absolute 
figure of $200 billion. 

But since October 2008, export growth 
has been negative for four successive 
months, January 2009 being the last 
month for which export figures are avail- 
able. Though there will still be some ex- 
port growth in 2008-09, thanks to a decent 
performance till September 2008, the de- 
cline in the third quarter (a quarter in 
which exports are typically concentrated) 
has been more than 10% and in January 
2009, by more than 20%. In other words, 
one major driver of GDP growth—exports— 
has virtually disappeared, and prospects 
of global growth recovering are uncertain. 
The Planning Commission took stock of 
assorted models and arrived at the conclu- 
sion that the global crisis shaves of any- 
thing between 1.5% and 2.5% from 
base-line growth. If the base-line growth 
is assumed to be 8.5%, Indian GDP growth 
therefore drops to between 6% and 7%. 

What about employment? Indian em- 
ployment data aren’t very satisfactory and 
don’t allow one to obtain clear estimates 
of employment in export sectors. Howev- 
er, the Commerce Ministry undertook a 
survey in 2004-05 and arrived at a figure 
that the export sector (again meaning 
goods alone) provides direct employment 
to around 8.5 million and indirect employ- 
ment to around 1.5 million. 
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Many export sectors, like textiles and 
garments, leather, handicrafts and gems 
and jewelry, are labor intensive and pro- 
duction is often based on migrant labor. 
Since the slowdown in October 2008, re- 
ports have surfaced about consequent job 
losses—-ranging between one million (a 
Commerce Ministry figure) and 10 million 
(a nongovernment Federation of Indian Ex- 
port Organizations figure). There have also 
been reports of reverse migration from ad- 
vanced states such as Gujarat to rural areas 
in backward states such as Bihar. 

On trade policy proper, five issues need 
flagging: First, there is 
understandable resis- 
tance to protectionism 
surfacing through stim- 
ulus packages in the U.S. 
and France. Second, 
there have been increas- 
ing instances of Indian 
exports of generic phar- 
maceutical products be- 
ing seized on grounds of patent infringement 
in Europe, a dispute that may end up in the 
wrto. Third, in January 2009, India im- 
posed a six-month ban on toy imports from 
China, without specifically citing health 
hazards. This too may end up in the wro. 
Fourth, reports have appeared about India 
planning to slow on free-trade agreements. 
Fifth, there has been a package to provide 
export incentives, through removing ex- 
port duties and bans, extending terms for 
export credit and easing procedures on re- 
imbursement of domestic indirect taxes on 
exports and deemed exports. 

What about FDI? FDI inflows in 2007-08 
were $32.4 billion and between April and 
November 2008, inflows were $23.3 bil- 
lion. After the external sector crisis, there 
seems to a slight slowing down of FDI in- 
flows, though not to the same extent as for- 
eign institutional investments. In a recent 
move, on the same date as the interim bud- 
get, though FDI equity limits haven’t been 
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| India is witnessing a 
backlash against free 
trade and deregulation, 
precisely when it needs 
more reform not less. | 





hiked, there has been a simplification of 
rules and procedures. 

As for forging an effective fiscal policy, 
parliamentary elections are due soon. Con- 
sequently, a full-fledged budget for 2009-10 
wasn't presented on Feb. 16, 2009. Instead, 
there was an interim budget which target- 
ed a nominal epre growth of 11% for 2009- 
10. With a cpp deflator of 4%, this implies 
real growth of 7%. Outside the govern- 
ment, most projections are of growth of 
around 6% in 2009-10, with 5% in the first 
half, though there is also consensus that 
growth should begin to recover by the 
third quarter of 2009- 
10. Outside the export 
sector, a recent Labour 
Ministry survey sug- 
gested five million jobs 
have been lost. To en- 
sure broad-based in- 
come and consumption 
growth and that there 
is support for reforms, 
something like 7% growth (with 15 million 
new jobs a year) has almost become a min- 
imum acceptable threshold, especially be- 
cause expectations have increased. 

The interim budget spoke of two fiscal 
stimuli in December 2008 and January 
2009. There is the central government’s 
Fiscal Responsibility and Budget Man- 
agement Act, with mirror pieces of legis- 
lation at the level of the states. The FRBM 
Act requires a revenue deficit of 0% by 
2009-10 and a fiscal deficit that is 3% of 
GDP. This is in line with fiscal reform un- 
dertaken in India since 1991. The tax-re- 
form agenda involves low rates, a 
broadening of the base, standardization 
and unification and removal of exemp- 
tions, reducing compliance costs. 

In greater or lesser degree, every gov- 
ernment since 1991 has attempted to follow 
this agenda, and state-level sales tax has 
been unified through what in India is re- 
ferred to as vaT. However, this isn’t yet a 
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complete value-added tax, since other di- 
rect taxes remain and a unified goods and 
service tax (GST) was supposed to be in place 
from 2010. In 2007-08, the central govern- 
ment’s tax/GpP increased to 12.5% of GDP as 
aresult of broadening of the base and reduc- 
tion of compliance costs. With state-level 
and other local body taxes added, the com- 
bined tax/cpp ratio is now around 18%. 

Unfortunately, under the UPA govern- 
ment, even before the external sector cri- 
sis hit India, public finances went haywire. 
There was sleight of hand in the budget 
numbers for 2008-09. In an attempt to 
make figures look respectable, items (debt 
relief for farmers, Sixth Pay Commission, 
National Rural Employment Guarantee) 
weren’t completely budgeted for. This 
means the scope for an additional fiscal 
stimulus is limited. The two additional fis- 
cal packages announced in December 
2008 and January 2009 involved indirect 
tax reductions and increases in public ex- 
penditure. The 2009-10 interim budget 
proposes a revenue deficit that is 4% of GDP 
and a fiscal deficit of 5.5%. Outside the 
government, it is widely believed that 
these targets will be missed. 

The 13th Finance Commission will sub- 
mit its recommendations in October 2009 
and these are likely to lead to a greater 
state share in the tax pool. That will also 
make management of the central govern- 
ment’s finances difficult. Had fiscal reform 
and consolidation been introduced by the 
UPA government in high growth years, the 
fiscal space would have existed. But dys- 
functional government expenditure 
squandered that opportunity away and 
low growth affects both Central and State 
tax revenue adversely, since the base of in- 
direct taxes is narrow in India, in common 
with many other developing countries. 
The simple fiscal story is that there wasn’t 
room for the government to do much, the 
fiscal house is in a mess, but the worst on 
the growth front seems to be over. 
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This leaves monetary policy. Over a pe- 
riod of time, the Reserve Bank of India has 
eased monetary policy in an attempt to in- 
crease liquidity. However, there are still 
problems with the monetary-policy trans- 
mission mechanism, which in any case, 
involves a time-lag of around eight 
months: First, rBI’s exchange-rate inter- 
vention sucks liquidity out of the system. 
Second, government borrowing exerts up- 
ward pressure on interest rates, as do high 
guaranteed rates of interest on some gov- 
ernment instruments. And at 12.75% to 
13.25%, prime lending rates are still high, 
reflecting a premium risk-averse banks 
have loaded on. Moreover, an emphasis on 
reducing nonperforming assets and high 
guaranteed returns on safe government 
paper, spliced with additional risk aver- 
sion resulting from the financial crisis, 
have made banks reluctant to lend. Final- 
ly, on the demand side, in view of lack of 
interest in investments, there doesn’t 
seem to be a great demand for bank lend- 
ing, beyond working-capital needs. Infla- 
tion is now well under control, and 
therefore further monetary-policy loos- 
ening is certain. 

For now, India has settled for a growth 
rate of around 6% in 2009-10 and 7% in 
2009-10. Since fiscal-policy options are 
limited, the emphasis is on monetary pol- 
icy. With the time-frame for global recov- 
ery uncertain, the new growth trajectory 
has been slashed from 9% to 7% for a few 
years. Growth of 7% may not be bad com- 
pared to what other countries in the world 
are facing, but many expectations are 
based on 9%. That’s the challenge for the 
present government and indeed the new 
one. Required reforms, and not just fiscal 
ones, are easier to push when the going is 
good and not when there is a downward 
cycle. However, if growth drops signifi- 
cantly, the incoming government will face 
a different kind of crisis and that may well 
be good for the cause of reforms. ti 
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Restoring Faith in 


‘Brand India’ 


by Salil Tripathi 


LONGO 


HE UNPRECEDENTED col- 
lapse of Satyam Computer 
Systems, till last year In- 
dia’s fourth-largest infor- 
mation-technology 
company, has cast a long shadow on the 
reputation of India’s corporate world. 

It is impossible to say if there are more 
Satyams hidden in India. It is in India’s in- 
terest to ensure that they are not. With 
credit tight and the economy weak, inves- 
tors will demand assured returns and safe- 
ty of capital. Some companies may try to 
seek capital by window-dressing their ac- 
counts. That would be foolish and cata- 
strophic. Far better, then, for India’s 
businesses and bureaucrats to quickly set 
in place the procedures and policies neces- 
sary, to regain the luster it has lost. 

Not surprising, there are renewed calls 
for improved corporate governance in In- 
dia. Businesses there assert that laws are 
good enough—and indeed, in India, the pri- 
vate sector, not the government, has led the 
move to improve corporate governance. 
That Satyam is a “new economy” company, 
from the high-flying information-technol- 
ogy industry, compounds the problem. 





Keen to separate themselves from oth- 
er emerging market economies, Indian 
companies frequently explain India’s so- 
phistication by pointing out its rule of law, 
compliance traditions, history of capital- 
ism, familiarity with Anglo-Saxon juris- 
prudence, and the pool of skilled 
professionals—accountants, corporate 
lawyers, MBAS and executives. Sunrise in- 
dustries such as the infotech sector, busi- 
ness-process outsourcing and 
pharmaceuticals emphasize their global 
competitiveness which depends on skills— 
and not natural resources or connections 
with the government—as the reason why 
they are world-class entities and can play 
by international standards. 

Satyam was listed in India in 1991 and 
issued American Depository Receipts, or 
ADRS, on the New York Stock Exchange in 
200L At least on paper, it complied with the 
strict international corporate-governance 
norms (including the Sarbanes-Oxley Act 
of 2002). It is part of India’s six leading IT 
companies, collectively known by the acro- 
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nym SWITCH (Satyam, Wipro Technologies, 
Infosys Technologies, Tata Consultancy 
Services, Cognizant Technology Solutions 
and HCL Technologies). Satyam was Hyder- 
abad’s pride, with 53,000 employees, and 
operations in 66 countries, with 185 For- 
tune 500 companies on its list of clients. 
The board of directors included Vinod 
Dham, credited as one of the pioneers at In- 
tel; Krishna Palepu, a Harvard Business 
School academic; and M Rammohan Rao, 
dean of the Indian School of Business. In 
September 2008, the World Council for 
Corporate Governance even honored Saty- 
am with its Golden Peacock Award for glob- 
al excellence in corporate governance, an 
award since withdrawn. Its chief executive 
officer and founder, B Ramalinga Raju, 
twice received awards from Ernst & Young, 
and the Indian media lionized him. 

In December 2008, Mr. Raju told inves- 
tors that the company would acquire two 
real-estate companies controlled by his 
sons. This was a significant related-party 
transaction, possibly beyond the limit at 
which the management must take share- 
holder permission under Indian laws, and 
yet it was not sufficiently discussed at the 
board, and there are no reports of any red 
flags raised. Investors objected; the stock 
tanked; and the deal was scrapped within 
a day. Independent directors—including 
Messrs. Palepu, Dham and Rao—resigned. 

Separately, the World Bank announced 
that Satyam was barred from bidding for 
eight years because of allegations of possi- 
bly corrupt conduct. Merrill Lynch pulled 
out of a deal, and in early January, Mr. Raju 
sent a shocking note to his board, in which 
he admitted that its balance sheets substan- 
tially overstated the firm’s cash reserves— a 
billion dollars were missing. Later investi- 
gations showed that the company’s staff 
was 40,000 and not 53,000. Mr. Raju is now 
in police custody. 

Mahesh Vyas, managing director of the 
Centre for Monitoring Indian Economy, 
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finds it impossible to believe that the man- 
agement was not professional enough to 
blow the whistle, internal auditors could 
not spot a fraud of this size, and statutory 
auditors PriceWaterhouseCoopers did not 
notice anything odd. “This implies blind- 
ness or connivance,” he says. 

Following Mr. Raju’s arrest, the Secu- 
rity and Exchange Board of India had to get 
court approval to meet him, because the 
state government of Andhra Pradesh in Hy- 
derabad denied SEBI access to Mr. Raju who 
was in police custody. Sharmila Gopinath, 
research director at the Asian Corporate 
Governance Association in Hong Kong, 
says: “When the regulator needs court per- 
mission to interrogate a man who has con- 
fessed to perpetrating a fraud in the 
securities market and cannot get access to 
him for two weeks, it makes India, its secu- 
rities regulator, and its justice system a 
laughing stock.” 

Conversations with Indian executives, 
economists and academics who have served 
on Indian boards suggest that it isn’t easy 
for directors to question management with 
the level of detail that would unearth such 
a fraud. Boards are meant to offer advice, 
provide vision and ideas, and ask probing 
questions so that the firm’s strategy makes 
sense. The board’s job is not to second- 
guess or micromanage a company. 

Satyam is not alone in turning to aca- 
demics to be on its board. Indian companies 
do it, at least partly to reassure investors— 
particularly foreign ones—that they are 
well managed and can attract people of in- 
tegrity to their boards. Yet directors usu- 
ally cannot sway a bad decision. Good 
advice is overruled because in many Indian 
companies founder investors also take se- 
nior management positions. They then ap- 
point board members—unlike in the United 
States, where the board usually appoints 
the ceo. That means the Indian CEo is not 
the creature of the board; the role is re- 
versed, affecting incentives and creating 





conflicts of interest, worsening the princi- 
pal-agent problem. 

Can institutional investors be more ac- 
tive? One problem is of ownership and con- 
trol. In many Indian firms, the owner’s 
stake is small. This is in line with developed 
economies, where shareholders are dis- 
persed, and can be a good thing. But in In- 
dia, economist Ajay Shah notes, traditional 
lines between “owner” and “CEO” get 
blurred. In theory, he says, low ownership 
should make it easy to replace the CEo. In 
developed economies, such companies of- 
ten become true meritocracies. 

Mr. Shah points out 
that in March 2001, the 
Raju family had 25.5% 
shares of Satyam; with- 
in five years their share 
dropped to 10%. But in 
such companies where 
the owner’s stake is 
small, Mr. Shah says, 
“There is great tempta- 
tion for a CEO who does not own a large 
stock to make a grab for 100% of the cash 
flow.” The board’s role is to prevent poten- 
tial misuse of funds, because individual 
shareholders are too dispersed and are 
neither willing, nor able to micromanage 
a firm. In developed economies, institu- 
tional investors play a bigger role in ap- 
pointing directors who recruit and 
supervise top management. 

What gets in the way is the way capital- 
ism evolved in India. In prereform years, 
Indian financial institutions such as the In- 
dustrial Development Bank of India, the In- 
dustrial Finance Corporation of India, the 
Industrial Credit and Investment Corp of 
India, Unit Trust of India, and state-owned 
insurance companies held significant 
shares of Indian private sector. They were 
passive investors, willing to do the govern- 
ment’s—and often promoters’—bidding, 
whether or not that served minority inves- 
tors’ interests. A few owners used political 
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links to get institutions’ support to block 
corporate raids. Now their influence has 
waned. But that means institutional inves- 
tors have the opportunity to play a bigger 
role in appointing board members. They 
will have to dedicate staff focused on cor- 
porate governance, and not only on trans- 
actions, and they will have to build 
coalitions to ensure effective corporate 
performance, analysts say. 

This is necessary because some board 
appointments in India are curious, to say 
the least. Some state-owned companies 
have politically appointed board members, 
including college prin- 
cipals, social workers 
and free-lance journal- 
ists. Bollywood per- 
sonalities such as actor 
Shahrukh Khan, lyri- 
cist Javed Akhtar and 
producer Yash Chopra 
have been on the board 
of Jet Airways (one of 
them sat on its audit committee). The Eco- 
nomic Times surveyed India’s top 100 com- 
panies and found that more than 70% 
hadn’t split the role of the chairman and 
chief executive. Four out of five companies 
don’t have lead independent directors in 
place. And only 5% of all directors of the 
2,000 companies listed at the Bombay 
Stock Exchange are women. 

And what about auditors? Satyam’s au- 
ditor PwC has offered cooperation to its 
new board, but its letter to the board also 
says that an auditor has to rely on materials 
and information the client provides, imply- 
ing that each audit cannot be a forensic ex- 
ercise. An auditing axiom is that an auditor 
is supposed to be a watch-dog and not a 
bloodhound. Yet, the scale of Satyam’s 
fraud will raise fresh questions about an 
auditor’s role. Even after the Enron-Arthur 
Andersen debacle, there remains a lack of 
clarity about the role of auditors, and how 
they are appointed and compensated. 
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OME ANALYSTS THEREFORE want 
S greater, stricter and tighter regu- 
lation. With parliamentary elec- 
tions to be held by May 2009, political 
parties opposed to economic reforms will 
use the scandal as a warning and call for 
brakes on economic liberalization. 

Indian executives maintain that Satyam 
is the exception. Maybe. But Ms. Gopinath 
of ACGA argues: “There is a tendency in In- 
dia to think that the rules are good enough 
and are on par with best practices abroad. 
I’m not suggesting a slew of new laws to be 
brought in to overhaul the system, but there 
are loopholes that need to be plugged and 
rules that need to be thrown out.” 

Indian companies want to improve. 
John Jarrett, research director at Gover- 
nanceMetrics International, a U.S. firm 
that measures corporate accountability, 
notes: “Even today, as the entire Indian 
market is being punished in the wake of the 
Satyam debacle, we continue to see clear 
differences in governance risk and quality 
among the various companies we cover in 
India. With a flight to quality in the current 
market environment, we expect to see cor- 
porate governance become a stronger fac- 
tor in investment decision making.” 

The Confederation of Indian Industry 
published a voluntary code in 1998. sEBI’s 
recommendations in 1999 formed the basis 
of the listing agreement, including the cru- 
cial Clause 49. Anew companies act, which 
may permit class-action suits, has been in- 
troduced in Parliament. Regulators are get- 
ting more powers to investigate and 
prosecute. The Institute of Chartered Ac- 
countants is creating a framework for In- 
dian accounting standards to converge with 
international standards. But it is still easy 
to override minority shareholders, and 
when companies delist, investor protection 
is poor. In 2002, the Naresh Chandra Com- 
mittee recommended changes to strength- 
en independent directors and improve 
auditing standards. Its suggestions includ- 
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ed ways auditors can be disqualified, what 
services they may not perform, the need to 
rotate audit partners, and a requirement 
that at least half of a board should include 
independent directors. 

Later, another committee, led by Info- 
sys founder Narayana Murthy, required au- 
dit committees to review certain financial 
statements, management reviews, compli- 
ance statements, records of related party 
transactions and risk-management issues. 
Funds raised from the public will have to 
be accounted for fully, and used only for the 
intended purpose, with each deviation ex- 
plained. It also required that all audit-com- 
mittee members had to be “financially 
literate.” Companies are required to ex- 
plain any deviation from accounting stan- 
dards. All related party transactions would 
require audit-committee ratification, par- 
ticularly if it is not an arm’s length transac- 
tion. The board would create a code of 
conduct, and its members and senior man- 
agement would have to affirm compliance 
annually. There are also provisions for 
whistle-blower protection and scrutiny of 
subsidiaries as well. 

There is a risk that laws crafted after a 
major scandal end up being restrictive. The 
virtue of the Murthy Committee recom- 
mendations is that they are in line with 
good practices, and are not intended to tie 
down the management and board in bu- 
reaucratic procedures. Some measures are 
taking an effect: Due to stricter disclosure 
requirements, Indian markets knew in late 
February that several leading companies, 
including some from the Tata Group, had 
pledged their shares as collateral to raise 
loans because credit is drying up. 

Much remains to be done, including: au- 
dit committees, not owners, should appoint 
auditors; the auditing sector should have an 
accounting-oversight board; and the roles 
of independent directors need further clar- 
ity. Only then can “brand India” be fully 
trusted once more. i] 


em March 2009 


RETA RA RE TI ETE TPR RFU RAPES RIV PLS LRAT ST anamma PETE LAPT 


wo CHINA on 














Can Investors 
Bank on China? 


by Ken DeWoskin 





AS THE GLOBAL financial 
crisis changed the calcu- 
lus of foreign-direct in- 
vestment in China? 
Where does investment 
in China fit into the immediate adjust- 
ments and the mid-term strategic plans of 
major multinationals? The sharp down- 
turns in the United States and the Euro- 
pean Union have made cost management 
and investment discipline overriding con- 
cerns. The question now being debated in 
board rooms and C-suites about China is 
whether to put more in, take some out or 
stand pat. If recent rumors are to be be- 
lieved, even in some large deals already 
underway, directors are increasingly split 
on whether to proceed. 

Decisions about FDI into China now 
must weigh numerous factors, many with 
unprecedented twists and intensity. Com- 
petition for capital resources is keen, just 
as credit is priced up and prospects for le- 
verage decline. Trade numbers, equity 
markets, currency rates, consumption in 
major economies and commodity prices 
are all highly volatile. In addition, inter- 
nally, China is making adjustments to gen- 





eral investment policy, foreign investment 
policy, stimulus and growth plans, and do- 
ing so with more technical sophistication 
than ever before. Estimates of China’s 
growth for the next several years are all 
over the map, all positive but ranging from 
5% to over 10%. 


The Prospects 


ALL INVESTMENTS ARE about a growth 
story. Foreign investment into China in 
particular has always been stimulated by 
a strong growth story, albeit on an uncer- 
tain or protracted schedule. Few disagree 
with the expectation that the current glob- 
al crisis will bring profound secular chang- 
es and a new global financial order. 
Changes underway have already redefined 
China’s self-perception and role in the 
world. Since reforms began, China has al- 
ways been regarded as “transitioning,” 
while China’s high and stable growth 
seemed to take all the risk out of that tran- 
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sition. In recent years, the possibility was 
raised that China could go it on its own, 
survive whatever happened externally. 
The debate that once focused on the theo- 
ry and nature of the “socialist-market 
economy” seemed quiet. 

But key elements of that discussion 
come back into focus now if we try to fore- 
see China’s path of recovery and what Chi- 
na will become, postrecovery. China today 
is in a quiet zone, between the crisis and a 
confident upturn. Internal and external 
indicators suggest China may have some 
of the major downturn risks behind it. Eq- 
uity markets are recov- 
ering, property markets 
are stabilizing, finan- 
cial loans and money 
supply are growing 
with reasonable inter- 


China’s current situa- 
tion is a downturn, 
not a crisis, with loans 
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nal tensions and imbalances. Economic 
recovery does not mean recovering the for- 
mer growth profile, especially the low 
household consumption and high export 
surpluses. China and the U.S. have starkly 
different problems to address. China’s is- 
sues seem unique in scale if not nature and 
derived from an economic transition both 
radical and rapid. Take for example, the 
transition of all welfare provision from the 
enterprises and collectives to a rapidly di- 
versifying range of government and private 
agents, in conjunction with an inverse pop- 
ulation pyramid and rapidly plunging ratio 
of workers to retirees. 
As China works to 
stabilize growth, FDI 
data, like most data, has 
become discontinuous. 
Where is the economy 


est rates, manufactur- and money supply going? What are the 
ing is leveling, and os guidelines for FDI deci- 
inventories are deplet- continuing to grow. sions? Weighting and 


ed. Sensitive deriva- 

tives linked to yuan interest and exchange 
rates are showing positive signs, global fi- 
nancial investors are not abandoning Chi- 
na en masse, and Chinese consumers may 
be re-emerging with fat wallets. 

China’s current situation is a downturn, 
not a crisis, with the State still asserting 
that 2009 is on track for 8% growth. Almost 
all credible forecasters see China growing 
5% to 10% in 2009. In fact, China’s down- 
turn preceded the global crisis, appearing 
no later than October 2007, with the sharp 
slide in the equity markets and mandated 
contraction of credit by the central govern- 
ment’s “cooling” policy. Given that longer 
stretch of adjustment, the year 2008 taken 
as a whole reflects more significant trends 
than we would expect if we were looking at 
the last quarter or even last half of 2008 
that were impacted by the precipitous de- 
cline in demand from the U.S. and EU. 

China entered that period as an econo- 
my increasingly dealing with its own inter- 
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judging factors is par- 
ticularly challenging now, after decades of 
smoothly rising measures of development. 
Aided by sustained liquidity globally, FDI 
decisions for China were mostly a foregone 
conclusion for many foreign investors. In a 
general if vaguely timed way, the expecta- 
tion was widely held that Chinese consum- 
ers would emerge as one of the key drivers 
of world growth for all consumer product 
companies. 

There is no doubt that rpi has been an 
important contributor to China’s growth 
for 20 years. Since the opening to foreign 
investment with Deng Xiaoping’s reforms, 
$871 billion has been utilized and 659,830 
enterprises approved, according to official 
numbers. Registrations of foreign-invest- 
ed enterprises in operation now number 
about 300,000. Official statistics also re- 
port 95% of China’s foreign-related tax 
comes from foreign-invested companies. 
In 1982, China collected barely 3 million 
yuan from FDI projects, less than 0.01% of 
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total industrial and commercial tax. By 
2007, foreign-invested companies contrib- 
uted tax revenue of over 195 billion yuan, 
equivalent to 3.8% of China’s fiscal reve- 
nue. Gross measures make a compelling 
case for FDI in China. 

But from the Chinese perspective, FDI 
and its role have never been without con- 
troversy. China internally has debated the 
advantages and risks of FDI, and over re- 
cent years has reflected shifting objectives 
for FDI in its development strategy. Cata- 
logues of encouraged, permitted, restrict- 
ed, and prohibited projects, along with the 
approval process and review of business 
plans have consistently involved negotia- 
tion of the enterprise activity to serve Chi- 
na’s FDI game plan of the moment. 

Some Chinese academics have argued 
throughout the reform era that FDI contri- 
bution to China’s industrial structure, re- 
gional development, and trade has been 
less important than domestic capital, 
while FDI significantly exacerbates China’s 
menacing imbalances and threatens do- 
mestic industry with monopolistic behav- 
ior. In 2007, foreign-invested enterprise 
accounted for 57.73% of China’s exports. 
The government, however, has consistent- 
ly been explicitly if selectively supportive 
of FDI. Their general approach has been to 
refine policy on a continual basis to win- 
now the good from the bad. 

Since 2006, changes have been made at 
an accelerating clip, in tax policy, merger 
and acquisition regulations, and competi- 
tion legislation. Chinese regulators have 
brought increasing technical sophistica- 
tion to FDI policy, and that will focus op- 
portunities toward foreign investments 
consistent with the government’s evolving 
priorities and concerns. 

Specifically, from 2006-08, tax policy 
became neutral (i.e., unsupportive) of FDI 
per se, with incentives redirected to spe- 
cific sectors and geographies. M&A was 
discouraged and direct investment in real 
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estate made almost impossible. FDI focus 
shifted away from export-directed manu- 
facturing assets that relied primarily on 
cheap labor. 

At the same time, the list of encour- 
aged investment was greatly expanded, 
newly promoting energy and resource 
conservation, environmental protection, 
transportation infrastructure develop- 
ment, hi-tech manufacturing, logistics, 
business outsourcing, and improvements 
in agricultural productivity. Food price 
spikes in mid-2008 triggered recognition 
that improvements in agricultural pro- 
ductivity had lagged dangerously behind 
industrial productivity growth. 

Market forces at work inside China, 
and China’s growing overseas acquisitions 
created a counter-balancing pressure. In 
2007-08, in some sectors such as mining 
and minerals China was able to be active 
overseas while tightening access for for- 
eign investors domestically. But overall 
and over time, China’s outward invest- 
ment interests, now surging in mining and 
minerals, increases pressure for greater 
opening to FDI at home. Also, driven by the 
logic of reform and market forces encour- 
aging consolidation, FDI in 2008 became 
increasingly concentrated in larger in- 
vestments. While the number of enter- 
prises established outside the financial 
sector contracted by 27.3% to 27,514, the 
capital utilized was up 23.6% to $92.4 bil- 
lion. Foreign investment per established 
enterprise rose to an average of $3.35 mil- 
lion from $2 million, an increase of 68%. 

Foreign investment overall was a very 
small part of sourced funding for enter- 
prises historically, and that remained true 
in 2008. Loans for consumption from all 
financial institutions totaled 3.7 trillion 
yuan ($541 billion), an increase of 460.9 
billion yuan, largely for nonconsumer use. 
Total corporate bonds issued reached just 
over 2 trillion yuan, an increase of 343.7 
billion yuan over 2007. 
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But for equity deals the story is different 
and important for FDI. China’s discovery in 
the late 1990s of the magic of bull market 
initial public offerings was a marked sup- 
pressant for FDI appetite. But in 2008 pro- 
ceeds from equity sales, notably A shares, 
collapsed to less than half of 2007, 339.6 bil- 
lion yuan ($49.6 billion). As a result, the 
$92.4 billion in FDI played a surging role in 
total equity-based transactions, about 65% 
of the total, up from about 40% the previ- 
ous year. Domestic and foreign private-eq- 


uity investors began getting calls. 


More Focus, More Value 


ACCORDING TO THE preliminary 2008 data 
provided recently by the National Bureau 
of Statistics, overall profit growth of all in- 
dustrial enterprises in China was 4.9%, 
but results differed widely according to 
ownership class. Losses in the state sector 
were nearly 15%, and for enterprises in- 
vested by Greater China investors (those 
from Hong Kong, Macau and Taiwan), 
profits sank more than 3%, reflecting the 
extreme stress in the Pearl River Delta ex- 
port zones. But among private enterprises, 
growth surged nearly 37%. 

Privately owned businesses in China 
can present very attractive buy-out and 
growth investment opportunities. Their la- 
tent value may be easy to underestimate. 
Over the last decade, in many sectors pri- 
vate enterprises have successfully chained 
or otherwise built footprints far beyond 
their native cities. Real-estate brokers, res- 
taurant developers, private educators, beau- 
ty salons, fitness centers, and spas, sports 
and fashion brands are experiencing hyper- 
growth. Still entrepreneurial in nature, 
founders of such businesses now need to 
move toward institutionalization and pro- 
cess improvement. In some cases they need 
to retire and hire management resources to 
realize the full potential of their businesses 
in the next stage of development. 


Facing serious unemployment issues, 
planners are paying more attention to the 
job creation record of foreign investment 
and to the build out of the service sector. 
Soft skill acquisition, including technolo- 
gy, innovation management, business 
management, financial efficiency, and sim- 
ilarly acute requirements of enterprise re- 
form and growth remain a priority. The 
December report on China’s FDI Web site 
www.fdi.com.cn emphasized two kinds of 
desired investment: first, those involving 
innovation, research, development and 
technology centers; second, investments 
involving the relocation of regional or even 
global headquarters to China. The report 
states that “490 out of world top 500 com- 
panies have invested in China and estab- 
lished more than 1,160 R&D centers, which 
is conducive to technological spill-over to 
Chinese domestic enterprises.” 

Of the total foreign-direct investment 
actually utilized in 2008, the share of in- 
vestment in manufacturing was 54%, real 
estate around 20%, leasing and business 
service 5.5%, wholesale and retail trade 
4.8% and transportation, storage and post 
service 3.1%. These reflect more the legacy 
of FDI rather than the future. Trends fore- 
tell major changes and movement toward 
services. Foreign investment in wholesale 
and retail trade increased 65.6% in 2008 
over 2007, exceeded only by huge increas- 
es in FDI into construction and IT-related 
sectors. The biggest declines were in cul- 
ture, sports and entertainment, services to 
households, and lodging and catering. 

The number of real-estate projects de- 
creased nearly 70%, and their total value 
crept up by only 8.8%. Foreign investment 
in real estate has long had its detractors, 
who claim it makes a limited contribution 
to China’s growth that does not offset the 
risks. Policy over the last two years has not 
encouraged fixed-asset investment of any 
sort from home or abroad. 

Still, China is faced with surging capi- 
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tal needs for the huge planned infrastruc- 
ture investment. Only about 33% of the big 
4 trillion yuan package is to be funded by 
the central government. As a consensus 
emerged around the need to revive the 
property markets, some unsettling indica- 
tions of potential hot money outflows have 
created uncertainty about how restricted 
key fixed-asset investment areas should be 
for FDI in the next 12 months. And the 
downturn in exports and the commitment 
of the government to maintain export 
competitiveness may reopen investment 
opportunities in the export sector. In the 
end, practical solutions to the economic 
downturn will determine these policy di- 
rections and prompt more openness and 
flexibility. 

A useful example of the potential for 
FDI in high-focus areas is the technical as- 
sistance proposal developed jointly by the 
Asian Development Bank and the Climate 
Change Fund. Market trends are consistent 
with this regulatory direction as well. 
Cleantech deals in China numbered 32 in 
the first nine months of 2008, contrasted to 
26 in the same period in 2007, with total 
investment in that period of 2008 amount- 
ing to $743 million, contrasted to $490 mil- 
lion in 2007. Growth exceeding 50% for this 
relatively new category is impressive. The 
lion’s share of 2008 Fpi intocleantech went 
into energy generation, in 14 deals totaling 
$540 million. 

It is not a coincidence that during the 
first visit of the new U.S. Secretary of State 
Hilary Clinton in February, cooperation in 
addressing climate change was a topic 
raised in every meeting. Siemens AG just 
announced plans to increase its China in- 
vestment by €150 million ($189 million) by 
2010, a primary target being capacity for 
alternative energy production. Overall, 
the discussion over cleantech initiatives 
and goals, most in the energy conservation 
and generation space, explicitly promise 
an improving level of access for foreign in- 
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vestors and a strong potential reception by 
regulators and the marketplace. 


The Task Ahead 


IN A RECENT informal and internal poll of 
Deloitte senior professionals, 62% of those 
responding to the English version and 93% 
of those responding to the Chinese version 
said their clients’ focus was “managing 
short term while keeping to long term di- 
rection.” 

The same should be true of both estab- 
lished and new foreign investors in China. 
Facing severe but unavoidable cutbacks on 
a global scale, foreign investors need to re- 
flect on what is likely to be the central im- 
portance of China and Chinese consumers 
postrecovery, and on the cost of re-estab- 
lishing both investment positions and orga- 
nizational capability they may be tempted 
to unwind now. In previous downturns, 
such as 1989, 1993, 1997, 2001 and 2004, in- 
vestors who managed to maintain their 
presence and organizations generally 
looked back and believed they had made 
the right choice. More than a few times, 
Chinese officials have recognized foreign 
investors who did hold the course, and that 
recognition has an indisputable value in 
and of itself. 

Pressures are different now, certainly 
more intense from the standpoint of glob- 
al investment capacity and choices. And in 
the future from the standpoint of building 
in China, fashioning a successful financial 
model and value proposition for major in- 
jections of foreign investment will become 
more challenging. There is no investment 
destination in the world today that offers 
conditions anywhere near the ideal. But it 
is ultimately a game of comparative advan- 
tage, and from almost any comparative 
perspective, China has numbers and de- 
velopment features that should 
to command attentiogffat 
investors. 
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Protectionism Also 
Rises in Asia 


by Greg Rushford 





ASCAL LAMY, THE direc- 
tor-general of the World 
Trade Organization, has 
been sounding the alarm 
bells as he warns that po- 
litical leaders around the world should re- 
frain from responding to the global finance 
crisis by enacting protectionist measures 
that will only cause trade flows to shrink 
even further. On Jan. 26, Mr. Lamy circu- 
lated to the wTo’s 153 member countries a 
confidential 114-page report that docu- 
mented unsettling ongoing efforts by var- 
ious countries to close their borders to 
imports. While the Europeans (with new 
farm subsidies for cheese and dairy prod- 
ucts) and Americans (with various “Buy 
American” provisions in the $787 billion 
economic-stimulus package) were the fo- 
cus of much of the criticism, the report 
also singled out such Asian protectionist 
offenders as India, Indonesia and South 
Korea. On Jan. 28 in Davos, Switzerland, 
Mr. Lamy buttonholed Asian leaders, in- 
cluding Chinese Premier Wen Jiabao, on 
the sidelines of the World Economic Fo- 
rum. Late last month, the wro leader flew 
to Asia, where he issued even more public 





warnings. And later this month, Mr. Lamy 
is planning to send another “restricted” 
report to WTo members, which is expected 
to provide further documentations of the 
spreading global economic nationalism. 
Every important leader Mr. Lamy has 
spoken with has—oh-so-sincerely—agreed 
that the dangers of protectionism are very 
real. “Experience shows that in crisis it is 
all the more important to stick to a policy 
of opening up and co-operation,” Premier 
Wen declared in Davos on Jan. 29, one day 
after he huddled with Mr. Lamy. That 
same day at the World Economic Forum 
meetings, India’s trade minister, Kamal 
Nath, warned against “the sounds of pro- 
tectionism.,” It is important to “recognize 
that at the heart of globalization lies glob- 
al competitiveness, and if governments are 
going to protect their noncompetitive pro- 
duction facilities it’s not going to be fair 
trade,” Mr. Nath observed. Across the re- 
gion, all the top political leaders have been 
singing from the same free-trade song 


cas Mr. Rushford is editor of the Rushford Report, 
an online journal that tracks trade politics and 
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sheet. But do they mean it? 

Mr. Lamy’s Jan. 26 confidential report 
noted that “India raised tariffs on some 
steel products and issued notifications re- 
stricting imports of some steel products in 
November 2008.” And in South Korea the 
WTO report observed that tariffs will triple 
on crude-oil imports, to 3% from 1%. 
Meanwhile Indonesia has issued orders 
specifying that “only five ports and certain 
international airports are to serve as entry 
points for certain imports, such as elec- 
tronics, garments, toys, footwear, and food 
and beverages,” Mr. Lamy’s confidential 
report observed. 

Asian officials, like their counterparts 
in Europe and the United States, all seem to 
think that protectionism is an evil econom- 
ic practice that the other guys give in to. 
When India recently slapped on import 
curbs to keep Chinese-made toys out of the 
hands of Indian children, Trade Minister 
Nath earnestly explained that the “public 
interest” was at stake, and expressed pain 
at the suggestion that India would resort to 
“protectionism.” As for India’s raising tar- 
iffs on steel—competition from China is the 
main target—Mr. Nath claimed that China 
deserved the increased duties because the 
Middle Kingdom isn’t a real market econo- 
my. Meanwhile, while the Chinese have 
vigorously protested India’s protectionism, 
they have also been busy with new subsi- 
dies and trade barriers to protect Chinese 
exporters, inchiding domestic steel produc- 
ers. The Indonesians are also making moves 
to protect their domestic steel companies, 
complaining that Indonesian consumers 
prefer foreign steel because it is made from 
more advanced technology and is cheaper. 
Such assertions might be laughable in re- 
spected economic circles, but the top trade 
officials are skilled in uttering them with 
straight faces. 

Top honors for his remarkable ability to 
advance a ridiculous argument should go to 
South Korean Agriculture Minister Chang 
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Tae-pyong, who met with Mr. Lamy in 
Seoul last month. South Korea would like 
to be helpful in the Doha Round’s tariff- 
and subsidy-cutting agenda, Mr. Chang 
averred. But the Korean trade official added 
that he hoped everyone would also agree 
that because his country’s small rice farm- 
ers were not competitive in global markets, 
Korea ought to be given special exemptions 
on slashing tariffs on the grounds that it is 
an agricultural “developing nation.” 

One has to marvel at the logic, if not the 
audacity. South Korea, with an annual per 
capita GDP of about $27,000 (compared to 
$1,500 for Bangladesh) is asking the wTo to 
pretend that Korea is basically a basket 
case. Mr. Lamy’s retort to this is not a mat- 
ter of public record, but presumably the 
wTo head is aware that Korea is a member 
of the Organization for Economic Co-Op- 
eration and Development, along with other 
rich countries like France, Germany and 
the United States. 

But then Japan is also asking that its un- 
competitive rice farmers be treated as poor- 
country peasants in the Doha negotiations. 
In Tokyo, the definition of a free trader is 
anyone who would dare to be brave enough 
to suggest that the proper level for Japanese 
tariffs on imported rice should be “only” 
400% and not twice that. 

Another thing that Japan and Korea, 
along with many others, agree upon is that 
the “Buy American” provisions that are in 
U.S. President Barack Obama’s stimulus 
package are outrageous protectionism. 
Again, the hypocrisy-meter should be hit- 
ting the high decibels at this point. If Wash- 
ington’s autarkic practices are 
deplorable, what about their Japanese and 
Korean copycats? Both Asian nations have 
also carved out special exemptions in the 
WTO to restrict foreigners from their gov- 
ernments’ major construction projects— 
big-ticket items including water, electricity, 
airports and urban transport. There is also 
a threshold of $22 million below which the 
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Japanese and Koreans have the right to bar 
foreigners from contracts altogether. Mean- 
while, other countries such as China that 
are now busy issuing press releases blasting 
the Buy American laws haven't even been 
willing to sign on to the wTo’s government- 
procurement agreement at all—ensuring 
that in their own construction projects, it’s 
quite often a “Buy Chinese” business where 
foreigners are not welcome. 

If there is any country where officials 
should recognize the vital importance of 
their assuming leadership by their own 
sound economic example, that would be the 
U.S., which is still the strongest economy in 
the world. But in Washington, the current 
wave of economic nationalism threatens to 
become a tsunami. From a free-trade per- 
spective, the atmosphere in Rep. Nancy Pe- 
losi’s House of Representatives is positively 
poisonous. Consider one “economic idea” 
that the venerable Rep. Charles Rangel, 
who chairs the powerful Ways and Means 
Committee with jurisdiction over trade and 
taxes, has come up with. Mr. Rangel is 
pushing a bill called the Trade Enforce- 
ment Act of 2009. “America’s trading part- 
ners don’talways live up tothe commitments 
they make in trade agreements with the 
United States—and the Bush administra- 
tion too often failed to insist that they do,” 
Mr. Rangel explained when he introduced 
the legislation. The measure would create 
an Office of Congressional Trade Enforcer, 
which would “investigate barriers to U.S. 
exports, develop complaints against foreign 
countries,” and pressure the Office of the 
U.S. Trade Representative (an arm of the 
White House) “to file cases” against the for- 
eign cheaters—singling out China as a high 
priority for the suspicious U.S. congressio- 
nal sleuths. 

And while on the subject of American- 
style protectionism that makes no econom- 
ic sense, consider the political position that 
the new occupant of the White House has 
put himselfin. During last year’s presiden- 
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tial campaign, Barack Obama took out a 
radio advertisement in Milwaukee, Wis- 
consin, home of the iconic Harley-David- 
son motorcycles, in which the Democratic 
candidate ridiculed Republican rival John 
McCain for refusing to say that there ought 
to be Buy American laws for motorcycles. 
Sounds good, especially to economically 
illiterate American voters. But how far 
would President Obama get if he hopped 
on one of those famous Fat Boys that didn’t 
have its Japanese-sourced carburetor in it? 
Or the tires, brakes, wheels, or the elec- 
tronics that Harley-Davidson buys at the 
best prices and highest qualities it can find, 
whether domestic or foreign? Not to men- 
tion that Harley-Davidson makes signifi- 
cant profits from selling its Hogs around 
the world. Harley executives declined to 
be interviewed for their feelings on what 
would happen to their company if, say, the 
Chinese and Japanese refused to buy 
American motorcycles, in a tit-for-tat re- 
sponse to a Buy American favor for Harley. 
But they surely understand that Mr. 
Obama’s helpful economic advice would 
be ruinous. 

When such absurdities are (painfully) 
pointed out to them, most trade officials, 
whether they are in Washington, New Del- 
hi or Jakarta, say that their current protec- 
tionist moves are politically necessary and 
designed to do only “temporary” limited 
economic harm to global trade flows. The 
bad old days of 1930s-style rampant global 
protectionism, they contend, will never 
come back. But even if that turns out to be 
true, what’s going on now is very danger- 
ous. In his January report to wro mem- 
bers, Mr. Lamy cited a recent study that 
pointed to what would happen if all coun- 
tries increased their applied tariffs to their 
highest legally permitted rates. If that hap- 
pened, the report observed, “the average 
global rate of duty would double and the 
value of global trade would be cut by about 
8%” That ought to frighten everyone. © 
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Najib’s Challenge: 


Clean Up UMNO 


by Barry Wain 
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ALAYSIA’S PLANNED lead- 
ership transition at the 
end of March from Ah- 
mad Abdullah Badawi to 
Mohamed Najib Razak 
masks a fundamental reconfiguration of 
Malaysian politics. The United Malays Na- 
tional Organization is in long-term decline, 
after losing support among Malays for at 
least a decade. Non-Malays are increasing- 
ly reluctant to back the 12 other parties in 
the umNo-led National Front coalition, es- 
pecially those representing ethnic Chinese 
and Indian minorities, given their limited 
ability to influence government policy. 
Doubts that the National Front will be vi- 
able much longer without a major overhaul 
are mounting at a time when the political 
opposition is surging, reorganized and in- 
vigorated by the charismatic former deputy 
premier, Anwar Ibrahim. 

The magnitude and complexity of Mr. 
Najib’s challenge can be gauged by the fate 
of the hapless Prime Minister Abdullah, 
who is being forced out early in his second 
term by UMNO power brokers after losing 
five of 13 state governments and the Nation- 
al Front’s two-thirds majority in Parlia- 





ment in last March’s general election. Mr. 
Abdullah recognized what needed to be 
done: He won a landslide in 2004 by prom- 
ising to end pervasive corruption, substi- 
tute transparency for cronyism and inject 
integrity into weakened state institutions. 
When he failed to deliver, obstructed by en- 
trenched UMNO interests and hobbled by 
lassitude, he was punished by the electorate 
last year—and UmMNO’s slide resumed. 

Mr. Najib’s background hardly recom- 
mends him for the role of reformer, which 
is what is required to recover the affection 
of disenchanted voters. The son of the 
country’s second premier, Abdul Razak 
Hussein, and a nephew of Hussein Onn, the 
third premier, Mr. Najib is from an aristo- 
cratic family that is staking its claim to be 
Malaysia’s first political dynasty. A cousin, 
Mr. Hussein’s son Hishammuddin Hussein, 
is education minister and head of UMNO 
Youth. The youngest member to sit in Ma- 
laysia’s Parliament, Mr. Najib was only 22 
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years old when he was elected to represent 
the Pekan constituency formerly held by his 
father, who died in office in 1976. At 23, he 
was a deputy minister and at 29 he became 
chief minister of his home state, Pahang. 
Since joining then Prime Minister Maha- 
thir Mohamad’s Cabinet at 32, Mr. Najib 
has held senior portfolios for the past cou- 
ple of decades without questioning the eth- 
nic-based political system or proposing 
significant innovations in his areas of direct 
policy responsibility. “He is not only part of 
the system,” says one close associate. “He 
trusts the system. He is the system.” 
Moreover, Mr. Najib brings to the job 
much political baggage. In particular there 
is the case of Abdul Razak Abdullah Bag- 
inda, an adviser who was tried and acquit- 
ted of abetting the murder of a Mongolian 
woman. Mr. Najib also has long been em- 
broiled in allegations of corruption in the 
purchase of big-ticket weapon systems dur- 
ing his two lengthy terms as defense min- 
ister (1990-95, 1999-2008; he retained the 
defense portfolio after becoming deputy 
prime minister in 2003), when he drove an 
aggressive military modernization pro- 
gram. For example, the 115 million euro 
($145 million) “coordination and support 
services” payment for Malaysia’s purchase 
in 2002 of two new Scorpene and one re- 
conditioned Agosta submarine for one bil- 
lion euro was paid to Perimekar Sdn. Bhd. 
Perimekar at the time was owned by acom- 
pany called K.S. Ombak Laut Sdn Bhd.—lat- 
er by two other companies as well—which 
was in turn owned by Mr. Baginda, the 
same Najib adviser who stood trial in the 
Mongolian case. The Defense Ministry de- 
nied paying a commission and said Perem- 
kear was awarded a genuine contract to 
support the acquisition of the submarines. 
Why UMNO would opt for such a belea- 
guered leader says a lot about the mood of 
the party and the depth of the crisis con- 
fronting it. Just how much Mr. Najib repre- 
sents the old order and not a fresh start is 
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reflected in one salient fact: Although Mr. 
Najib at 55 years of age is considerably 
younger than Mr. Abdullah, 69, Mr. Najib 
has been active in politics longer. And yet, 
within UMNO Mr. Najib is the only candi- 
date to succeed Mr. Abdullah as president. 
Musa Hitam, a former deputy prime 
minister and respected party elder, has di- 
agnosed UMNO’s problem as one of old age, 
with “introverted” party leaders preoccu- 
pied with self-interest and oblivious to pub- 
lic concerns about corruption, abuse of 
power and lack of accountability. The ac- 
curacy of his assessment was demonstrated 
as UMNO heavyweights maneuvered late 
last year to discard Mr. Abdullah, reluctant 
to allow him time to implement promised 
anticorruption, judicial and other reforms. 
Indeed, influential sections of UMNO strong- 
ly resisted the reforms, apparently fearful 
that independent agencies and courts might 
put an end to many of the money-making 
arrangements that have alienated the pub- 
lic. No discernible progress was made in 
combating so-called “money politics,” an 
entrenched system of payments in cash and 
kind that puts a price on nearly every post 
in UMNO in expectation of contracts and 
other business opportunities in return. 
UMNO, of course, is not Mr. Najib’s only 
immediate concern. With limited experi- 
ence in finance, he must prepare to steer 
Malaysia through the global recession that 
is engulfing the region. He also is under 
pressure to address the extremely sensitive 
issue of affirmative action, still known col- 
loquially by its original name, the New Eco- 
nomic Policy. This is a source of acute 
unhappiness among not just ethnic Chinese 
and Indians, but also increasing numbers 
of Malays without the right political con- 
nections. Economists and business execu- 
tives blame the NEP for undermining 
Malaysia’s competitiveness when China 
and India loom large, while much of the 
corruption that taints UMNO can be traced 
to abuses in various NEP programs to assist 
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bumiputras, predominantly Malays. 

Mr. Najib must match wits with the op- 
position’s Anwar Ibrahim, a skilled, articu- 
late and seasoned political strategist whom 
Mr. Najib was happy to acknowledge as a 
superior when they were allies in UMNO. 
Mr. Anwar has long declared that Mr. Najib 
is not an acceptable leader of Malaysia 
while he fails to clear doubts about both the 
murder and military commissions. It may 
not quite add up to a perfect — 
storm that will break over Mr. | 
Najib’s head when he is in- 
stalled as premier, butheis Z 
unlikely to enjoy a honey- 2 
moon period. | 

Significantly, it was 
when Mr. Najib was acting 
head of UMNO Youth in 
1987 that he sounded a 
discordant racial note, =- 
which raised questions \ 
about him in the mindsof ~ 
non-Malays and dogged 
him for years. It came as com- 
munal tension had been building 
for weeks and he led a huge rally in 
Kuala Lumpur to confront what was per- 
ceived as a Chinese threat to Malay special 
rights. In the air were ethnic grievances on 
both sides, though the immediate issue was 
the government appointment of non-Man- 
darin-speaking Chinese to administrative 
posts in Chinese-medium primary schools. 
As party barriers were overrun by ethnic- 
ity, two National Front members, the Ma- 
laysian Chinese Association and Gerakan, 
joined with the opposition Democratic Ac- 
tion Party on occasions in defense of Chi- 
nese interests. Mr. Najib was photographed 
at the demonstration with several other 
UMNO Youth leaders, wearing white head- 
bands with fists raised, above a banner 
naming four high-profile opponents, all 
ethnic Chinese and Indian (though one was 
a Muslim) and the words, “destroy them.” 
Followers waved other banners bearing ra- 
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cially provocative slogans. “Our elders 
should not compromise anymore,” said Mr. 
Najib. “We are simply fed up.” 

Over the years, Mr. Najib was thought 
to have lived down any suggestion that he 
is a Malay chauvinist. Most analysts attrib- 
uted his lapse to youthful enthusiasm to 
prove his Malay credentials and confirm 
his leadership of umno Youth. Almost no- 
body who knows him thinks he harbors 

anti-Chinese or anti-Indian senti- 
— ment. Butthe past may be return- 
ing to haunt him, as some 
opponents harp again on the 
ZB 1987 incident and embellish it 
° withallsorts of extremist ac- 
tions. A recent opinion poll 
showing Mr. Najib’s support 
among Chinese and Indian 
Malaysians to be only half 
or one-third that of Malays 
indicated the campaign to 
paint him as an extremist 
may be having an impact. 
Although long, Mr. Najib’s 
record offers few clues as to how 
he might approach his prime min- 
isterial assignment, beyond acting cau- 
tiously and pragmatically. So light has 
been his ministerial touch, except in de- 
fense, that it is hard to establish where he 
stands on major issues, or how he would 
like Malaysia to adapt to the strong cur- 
rents buffeting the country, from global- 
ization externally to so-called “creeping 
Islamization” within. The charitable ex- 
planation is that he was long overshad- 
owed by the dominant Dr. Mahathir, who 
involved himself in almost every major 
policy for 22 years. 

As a survivor who has been through the 
mill and does not fluster easily, Mr. Najib 
faces a challenge not unlike what confront- 
ed his father, Razak, after the 1969 general 
election, the only other time that the Ma- 
laysian government lost its two-thirds par- 
liamentary majority. After bloody racial 


riots in the wake of the poll and the suspen- 
sion of Parliament, Razak broadened the 
three-party Alliance into the National 
Front by co-opting opposition parties to 
widen its appeal, and adopted the NEP to 
help close the economic gap between the 
Malays and the Chinese. Nearly 40 years 
later, one key to Mr. Najib’s success may be 
to dismantle his father’s economic legacy, 
which is now impeding development, wid- 
ening inequality and perpetuating ethnic 
fissures in society. Mr. Anwar has proposed 
a Malaysian Economic Agenda to replace 
the NEP and help all needy Malaysians rath- 
er than bumiputras alone. As Mr. Najib’s 
brother, Nazir Razak, chief executive of Bu- 
miputra-Commerce Holdings Bhd., the 
country’s second largest bank, observed, “It 
doesn’t take much genius to look at some of 
the present policies arising from the NEP 
that are undermining national unity and 
also investment.” 

Overhauling the NEP would take politi- 
cal courage, however, since any dilution of 
affirmative action potentially threatens the 
entire patronage network on which the 
UMNO edifice is built. And, in Mr. Najib’s 
case, he has been put in charge, implicitly, 
to nurture and protect the system rather 
than undermine or overturn it. His limited 
room for maneuver was obvious when he 
commented that the NEP would be liberal- 
ized and eventually abolished. Although 
the backlash from vested Malay interests 
forced him to retreat, Mr. Najib persisted 
with the liberalization of rules covering 
new listings on Bursa Malaysia. Stressing 
that 30% bumiputra equity participation 
remains government policy, he said compa- 
nies that could not attract bumiputra inves- 
tors would be able to sell their shares. A 
relatively bold move, it is likely to be the 
model as Mr. Najib proceeds with his jug- 
gling act: to maintain the form but gradu- 
ally abolish the substance of the NEP. 

For similar reasons, Mr. Najib is unlike- 
ly to attempt to clean up UMNO, since that 
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would antagonize the divisional warlords 
and others who delivered the votes for him 
and now expect to reap the business re- 
wards. As the close associate of Mr. Najib 
puts it, “He won’t cut his own throat.” Hav- 
ing been protected from challenge by the 
widely criticized quota system in UMNO 
elections, Mr. Najib has retained it. And he 
has dampened expectations that he will put 
a quick end to corruption in the party, 
which is so endemic that Tengku Ahmad 
Rithaudeen, chairman of UMNO’s disciplin- 
ary board, suggested the elimination of four 
subordinate wings, including the male and 
female youth sections, in an effort to reduce 
the number of internal elections and limit 
bribery to buy posts. Ruling out such radi- 
cal surgery, Mr. Najib said vote-buying in 
the party must be fought with “political 
will,” thus adopting much the same stance 
as his predecessors. 

Mr. Najib has talked often of the need 
for the National Front to change to meet 
public aspirations, warning that “If we 
don’t have the courage to change, the peo- 
ple will change us” at the next general elec- 
tion. But almost everything about Mr. Najib 
proclaims the status quo. Among other 
things, he has defended the Internal Secu- 
rity Act, adopted originally to counter com- 
munist subversion, though sometimes used 
by the government against legitimate po- 
litical opponents and even by one faction of 
UMNO against another. While praising the 
Internal Security Act for keeping Malaysia 
safe from terrorism, Mr. Najib acknowl- 
edged “some controversies relating to how 
the act has been used lately,” which he said 
would be addressed at an unspecified point 
“in future.” As academic analyst Ooi Kee 
Beng wrote, “No nominee for the top posts 
in the coming party elections can be taken 
seriously as a possible agent of change.” 

Leading the government campaign in 
two high-profile by-elections, Mr. Najib 
lapsed easily into old habits, notwithstand- 
ing his rhetoric extolling change. After Mr. 
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Anwar scored heavily last August to regain 
his Permatang Pauh parliamentary seat, 
conveniently kept warm for a decade by his 
wife, Mr. Najib called on UMNO to reclaim 
the party’s dignity by retaining the Kuala 
Terengganu constituency it won in 2008. 
UMNO fielded a deputy minister who, 
though locally born, had served as the 
prime minister’s political secretary and 
was seen as elitist and identified with Mr. 
Abdullah’s discredited leadership. To com- 
pound the error, Mr. Najib tried to secure 
victory the familiar way by doling out proj- 
ects, including government contracts for 
nearly 600 Malay small-contractors on one 
occasion. Still he failed to meet the mood 
for change in the country, and the seat fell 
to the opposition. 

Once in office, Mr. Najib is expected to 
rejuvenate the government by appointing a 
number of new ministers and tightening 
management of the country. He will try to 
meet economic goals by reducing waste and 
improving performance in a bloated and 
fairly inefficient bureaucracy, according to 
associates. Recognizing that he will not be 
able to disband the patronage network, the 
associates suggest, Mr. Najib will seek to 
open the system and spread the benefits 
more widely. 

Mr. Anwar and Mr. Najib have been 
headed for a showdown since mid-2008, 
when Mr. Anwar was charged, for the sec- 
ond time in a decade, with sodomy. After 
photos surfaced showing Mr. Anwar’s ac- 
cuser, Mohamad Saiful Bukhari Azlan, 
with a Najib aide, Mr. Najib said Mr. Saiful 
had visited his office three months earlier 
in relation to a government scholarship. 
Later, though, Mr. Najib admitted Mr. 
Saiful had visited his home and discussed 
the alleged sexual attack before lodging a 
police complaint against Mr. Anwar. Oppo- 
sition claims of a conspiracy against Mr. 
Anwar included pointing the finger of sus- 
picion at Mr. Najib. 

Considering that opinion polls have 
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shown that most Malaysians do not believe 
the allegations against Mr. Anwar and that 
they are damaging the country’s reputation, 
Prime Minister Najib could consider drop- 
ping the charges. It might relieve some of 
the pressure on the government and deny 
Mr. Anwar a platform to claim persecution 
and attract more sympathy and support at 
home and abroad. But judging by Mr. Najib’s 
intervention in Perak in February, when he 
encouraged defections to topple the Peo- 
ple’s Front state government, he seems ea- 
ger to indulge what have been called his 
“street-fighting instincts” against Mr. An- 
war. The prospect of securing a conviction 
and eliminating Mr. Anwar from politics, 
however slim, may prove irresistible. 

Some critics have suggested that Mr. 
Najib, with Dr. Mahathir’s backing, might 
be tempted to return to Dr. Mahathir’s au- 
thoritarian ways and use political turmoil 
as a pretext for detaining opponents or de- 
claring emergency rule. But initially at least 
Mr. Najib hopes to win support by conver- 
sation rather than coercion. In September, 
he launched a Web site Gwww.1 Malaysia. 
com.my), which he was at pains to describe 
as personal, not official, so the public could 
engage in “open and honest dialogue di- 
rectly” with him. “I do not believe in the 
politics of ‘deceive, divide and rule’ Re- 
turning to our long-held belief in unity and 
mutual respect is more important now than 
ever,” his initial message said. 

Although Mr. Najib pronounced himself 
happy with the response, three months be- 
fore he was due to replace Mr. Abdullah, 
only 41% of Malaysians thought Mr. Najib 
would be a good prime minister. Even the 
inept Mr. Abdullah had a 46% approval rat- 
ing in the poll, conducted by the indepen- 
dent Merdeka Centre. After waiting more 
than three decades for his moment to lead 
the nation, Najib Razak is taking over 
“without the burden of overly high expec- 
tations,” as one report put it, but burdened 
on almost every other score. = 
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Colombo’s Secret 
War on Terror 


by Angilee Shah 





HE SRI LANKAN govern- 
ment is on the cusp of 
achieving what once 
seemed impossible. Its 
armed forces are crushing 
the Liberation Tigers of Tamil Eelam on 
the battlefield, having pushed the rebels 
out of their northern stronghold and sur- 
rounded them in a few coastal villages. 
The administration of President Mahinda 
Rajapaksa hopes that destroying the Ti- 
gers’ organization will bring an end to the 
26-year civil war that has claimed more 
than 70,000 lives. 

But the president’s own tactics make it 
difficult to imagine the peace holding. Far 
from healing racial tensions between the 
Tamil minority and Sinhalese majority 
populations, Mr. Rajapaksa has whipped up 
Sinhalese nationalism as part of his cam- 
paign against the Tigers. Credible accusa- 
tions of human-rights abuses against the 
authorities suggest that after the war the 
same discrimination against Tamils that 
created the civil war in 1983 will persist. 

This means the conflict will continue in 
another form, with Tamil separatists rely- 
ing more on terrorist attacks rather than 





pitched battles. Terror has long played abig 
part in the war—the Tigers pioneered the 
use of suicide bombing, and have repeat- 
edly struck at top government leaders even 
in the heavily guarded capital of Colombo. 
And the government will continue to re- 
spond in kind, using extrajudicial means to 
silence its opponents. The civil war is going 
underground. 


The Second Front 


FAR FROM THE headlines, the government 
is waging another, less well-publicized 
battle. The security forces are alleged to 
have ordered or been complicit in the dis- 
appearance, torture and murder of thou- 
sands of Sri Lankan citizens. Since the 
president was elected in 2005, Sri Lanka 
has consistently been short-listed as one of 
the world’s worst human-rights abusers 
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and one of the most dangerous places on 
the planet to be a journalist. For instance, 
in December the island was listed along- 
side Iraq, Afghanistan, and Sudan as a “red 
alert” country by the New-York based 
Genocide Prevention Project. 

Mano Ganesan, a member of parlia- 
ment representing the Colombo district, 
explains the government’s second front in 
the war on terror this way: “In the name 
of wiping out terrorism, these govern- 
ment secret forces are systemati- 
cally eliminating people for 
ethnic or political reasons.” 
He says that in his district 
over the past three years, 
more than 350 people 
have disappeared, mostly 
Tamils and political dis- 
sidents. “What is pre- 
vailing in this country 
is state terrorism,” Mr. 
Ganesan says. There 
have been no arrests 
and no convictions for 
theses crimes. Govern- 
ment commissions of inquiry have been 
created but have been ineffectual. 

In a 2007 statement, a United Nations 
Commission on Human Rights Working 
Group “expressed deep concern that the 
majority of new urgent action cases are re- 
garding alleged disappearances in Sri Lan- 
ka.” A year later, a March 2008 Human 
Rights Watch report described 99 cases of 
disappearances from around the island, 
and listed 489 more reported to Sri Lank- 
an human-rights groups. In most docu- 
mented cases, the report said, “there is 
sufficient evidence to suggest the involve- 
ment or complicity of the Sri Lankan secu- 
rity forces—army, navy, or police—in the 
‘disappearances.” 

Ata January U.S. Senate Foreign Rela- 
tions subcommittee hearing, Human 
Rights Watch senior researcher Anna 
Neistat testified to the continued viola- 
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Gotabaya Rajapaksa 


tions on the part of the government. Peo- 
ple are going missing near government 
checkpoints and while being screened to 
enter sealed, government-run camps for 
internally-displaced people, she said. And 
if civilians are being detained by the police 
and military, there is no public record or 
notification given to the families of those 
who are arrested and interrogated. The 
government, Ms. Neistat said, is making a 
“clear effort to cover its abuses.” 
Victims and their families are 
reluctant to be named on the re- 
cord for fear of reprisals. For in- 
stance, a Tamil businessman 
asked not to be identified as 
he spoke about his experi- 
ence being kidnapped in 
late 2006. He was ab- 
ducted by a group of 
armed men in public 
and in plain view of Co- 
lombo’s ubiquitous secu- 
rity details, forced at 
gunpoint into a white van, the 
favorite vehicle of Sri Lanka’s death 
and disappearance squads. As they passed 
through the city’s numerous checkpoints 
the van was never stopped. Instead, he 
says, it slowed only long enough for the 
soldiers and police manning their posts to 
salute the driver. He was held for 14 days 
in a small tent on what he describes as a 
“military base,” where he was guarded by 
men in uniform, and was released only af- 
ter his family paid a ransom of 25 million 
Sri Lankan rupees, roughly $230,000. 
Others report months of torture and 
beatings, amidst questioning about their 
alleged involvement with the Tigers. One 
young man, who was released in 2008 
from the infamous Boosa detention camp, 
created because of an overflow of prison- 
ers in Colombo’s jails, remains despondent 
and in constant pain after suffering regu- 
lar beatings over the course of five months. 
He says he was held under the provisions 
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of Emergency Rule and never charged 
with any crime. 

Many victims do not live to tell their sto- 
ries. Before he was gunned down on his 
way to work earlier this year, Lasantha 
Wickrematunge was one of Sri Lanka’s last 
remaining investigative journalists, and 
one of the few people to publicly speak out 
against the president’s brother, Defense 
Secretary Gotabaya Rajapaksa. In an inter- 
view late in 2007, just over one year before 
his assassination, Wickrematunge claimed 
that although the defense establishment 
has been very good at disguising its involve- 
ment, “there is a great deal of circumstan- 
tial evidence linking the defense secretary, 
the Defense Ministry, and in fact the gov- 
ernment, to what’s happening on the hu- 
man-rights front: the disappearances, the 
abductions and some of the killings.” 

International observers say that the 
Rajapaksas are, at the very least, respon- 
sible for the lack of justice in these cases. 
Former U.S. Ambassador to Sri Lanka Jef- 
frey J. Lunstead told U.S. senators that the 
Rajapaksas’ failure to investigate and pros- 
ecute these crimes sends a strong message 
that they are tacitly accepting the violence. 
“You don’t have to give an order in that 
case,” he explained. 

The fact that these kinds of crimes are 
taking place inside the heavily fortified Sri 
Lankan capital is enough to give rise to con- 
spiracy theories. Colombo is a labyrinth of 
police and army checkpoints. All major 
boulevards have been converted into one- 
way streets to make traffic easier to control 
and help security forces funnel vehicles 
into checkpoints. Even a foreign-passport 
holder cannot move more than a few kilo- 
meters at a time without being stopped, 
questioned, and sometimes searched by sol- 
diers or police officers. So, as Wickrema- 
tunge asked, how is it possible for hundreds 
of people to go missing from this high-se- 
curity city without a single kidnapper being 
detained? 


Weeks before Wickrematunge was 
murdered, Gotabaya Rajapaksa sued him 
for defamation for articles published 
about an alleged kickback. The court is- 
sued an enjoining order, preventing the 
paper from publishing anything about the 
defense secretary as the case proceeds. In 
a self-penned obituary written before his 
murder and published by his paper, the 
Sunday Leader, Wickrematunge ad- 
dressed the president directly, writing, 
“In the wake of my death I know you will 
make all the usual sanctimonious noises 
and call upon the police to hold a swift and 
thorough inquiry. But like all the inquiries 
you have ordered in the past, nothing will 
come of this one, too. For truth be told, we 
both know who will be behind my death, 
but dare not call his name. Not just my life, 
but yours too, depends on it.” 

In arecent interview with the BBC, Go- 
tabaya Rajapaksa denied responsibility for 
Wickrematunge’s death. He dismissed the 
editor as “somebody who was writing for 
a tabloid,” and told BBC reporter Chris 
Morris, “In the whole world there are 
murders. Why are you asking about Las- 
antha [Wickrematunge]? Who is Lasan- 
tha?” He went on to say that there are only 
two kinds of people in Sri Lanka, “the peo- 
ple who want to fight terrorism, and the 
terrorists.” When asked if he thought that 
dissent and criticism were treasonous, he 
answered simply and sharply, “Yes.” 


Gotabaya the Great 


SRI LANKANS ON all sides of the political 
spectrum attribute the military’s new- 
found success to Gotabaya Rajapaksa. Yet 
despite his crucial contribution to one of 
the most significant undertakings in Sri 
Lanka’s history, the defense minister, who 
declined to comment for this story, re- 
mains mostly a mystery. A retired army 
major, he and his family moved to the 
United States in the early 1990s and settled 
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in a Southern California suburb, where he 
worked initially as a clerk at a 7-Eleven 
convenience store and later found employ- 
ment in his preferred field of information 
technology. 

By the time his brother announced his 
presidential campaign in 2005, Mr. Raja- 
paksa was a UNIX administrator at Loyola 
Law School in Los Angeles. His colleagues, 
who called him George or Georgie, de- 
scribe him as hard-working and diligent. 
He was a well-organized and careful ad- 
ministrator who rode 
the bus 30 miles to and 
from work every day, 
and prayed every morn- 
ing in front of the serv- 
ers that they would stay 
up and running. On 
Sundays, he worked ata 
homeless shelter and 
worshipped at a local 
Buddhist temple. 

Mr. Rajapaksa took a leave of absence to 
answer his brother’s call for help on the 
campaign trail, and when his brother be- 
came the president, resigned from his 
Loyola Law School position. He first took 
up the second-in-command post at the min- 
istry of defense, taking charge of the na- 
tion’s army, air force, navy and police. To 
many Sri Lankans, he is now “Gotabaya the 
Great,” a near savior who has put them on 
the cusp of defeating a group of thugs and 
murderers who have terrorized their coun- 
try for over two decades. 

Ananda Wickramasinghe, Sri Lanka’s 
Consul General in Los Angeles, says Got- 
abaya Rajapaksa is still friendly and hum- 
ble, a man who likes to take walks in the 
evening and is frustrated that the security 
situation in Colombo confines him to his 
home. He is extremely focused, though, 
and right now, “His only focus is the war,” 
Mr. Wickramasinghe says. 

But to many Tamil civilians, opposition 
politicians, independent journalists, and 
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independent journalists, 
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a kind of bogey-man. | 
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human-rights workers, Gotabaya Rajapak- 
sais a kind of bogey-man. People don’t like 
to say his name aloud, opting instead— 
when they are willing to talk openly about 
him—to call him simply “the defense sec- 
retary.” Mangala Samaraweera, the Raja- 
paksas’ first foreign minister and a 
one-time advisor to Mr. Mahinda, paints 
the picture of a man obsessed with the de- 
struction of the LTTE. “[Gotabaya Rajapak- 
sa and his brothers] see defeating the LTTE 
as the key to their political strength,” he 
says. “They will stop at 
nothing to destroy 
Prabhakaran [and the 
Tigers].” Mr. Sama- 
raweera was eventually 
dismissed from the 
president’s cabinet. 
Soon after, he shifted 
his political allegiances 
and is now one of the 
most vocal leaders in the opposition par- 
ty. 

Ironically, it was the Tigers themselves 
who made possible President Rajapaksa’s 
rise to power. He won election in 2005 by 
a narrow majority over the much more 
dovish Ranil Wickramasinghe after the 
Tigers boycotted the election and disen- 
franchised hundreds of thousands of peo- 
ple living under their control, voters who 
would have almost certainly cast their bal- 
lots for Mr. Wickramasinghe. There is a 
great deal of speculation over why the Ti- 
gers chose to help Mr. Rajapaksa win, but 
it is now very obvious that they underesti- 
mated him and his family. 

Despite the controversy surrounding 
Gotabaya Rajapaksa and the human-rights 
violations he is alleged to have sanctioned, 
the world’s focus mostly remains fixed on 
the government’s conventional offensive 
against the Tigers. So far, the internation- 
al community has had very little to say 
about Colombo’s second front in its war on 
terror. 
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To many human-rights and policy ex- 
perts, it seems as if the world is giving the 
Sri Lankan government a pass because it 
is so close to achieving a victory that will 
once and for all destroy the much-reviled 
Tamil Tigers. But when the government 
does rout the last of the LTTE’s convention- 
al fighting forces, it will be faced with what 
may prove to be an even greater set of chal- 
lenges. In defeat, the Tamil Tigers are like- 
ly to return to their roots as a true 
guerrilla terrorist organization, striking 
from the shadows and hiding among civil- 
ian populations. It is then that this offen- 
sive’s second front will become the major 
battlefield of the Sri Lankan civil war. This 
will more than likely mean more torture, 
more disappearances and more death. 

Even if the world does want to get in- 
volved in Sri Lanka’s uncertain future, it is 
not so easy. Sri Lanka does not have major 
geopolitical significance. The government 
maintains protectionist economic policies, 
is skeptical of foreign investment, and does 
not enjoy an abundance of any natural re- 
sources. Like the United States, the island 
is not a party to the International Criminal 
Court, so prosecuting its officials for the 
war crimes in the icc is not possible. Given 
these obstacles, chances are slim that there 
will ever be justice for the thousands of Sri 
Lankan citizens who may have been tor- 
tured or killed by their government. 

Another option may exist: At some point 
between managing a 7-Eleven and manag- 
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ing servers at Loyola Law School, Gotabaya 
Rajapaksa became an American citizen. If 
he is guilty of what the former foreign min- 
ister and so many others accuse him of, 
then he is indictable under U.S. law. 

A Washington D.C.-based group, Tamils 
Against Genocide, has retained high-pro- 
file attorney Bruce Fein to seek these in- 
dictments. Mr. Fein submitted to the U.S. 
Department of Justice a 12-count model in- 
dictment against Gotabaya Rajapaksa and 
General Fonseka, a U.S. green card holder, 
under the Genocide Accountability Act, a 
2007 law which allows criminal charges to 
be brought against U.S. nationals. The 
1,000-page document, Mr. Fein says, chron- 
icles 3,800 extrajudicial disappearances or 
killings since December 2005. As the lead- 
ers of the Sri Lanka’s defense and security 
forces, Gotabaya Rajapaksa and Gen. Fon- 
seka are responsible for the mass violence 
against Sri Lankan Tamils, according to 
Mr. Fein. The quest for national security, he 
says, should not include this kind of war. “It 
has never been a defense to genocide that 
you are fighting terror,” Mr. Fein says. 

Sri Lankan officials deny these claims. 
Los Angeles Consul General Mr. Wickra- 
masinghe says that there are inevitably 
costs to ending a long bloody conflict like 
Sri Lanka’s. “Our troops are fighting with 
a terrorist organization that doesn’t re- 
spect any laws in war,” he says. “These are 
the casualties of the conflict. It takes along 
time to reach peace.” i 
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The Day of Reckoning 
In Cambodia? 


by Bertil Lintner 





O ONE WILL ever know ex- 
actly how many people 
died from executions, star- 
vation and disease during 
the Khmer Rouge’s reign 
of terror, which lasted for three years, 
eight months, and 20 days, from April 1975 
to January 1979. Estimates vary between 
1.4 million and more than two million. 
There is hardly a person in the country 
who did not lose at least one family mem- 
ber during that time. Now, as five of the 
Khmer Rouge’s former leaders are being 
tried in Cambodia, the day of reckoning is 
finally here for one of the most murderous 
regimes in modern history. 

Or is it? Many survivors of Cambodia’s 
“killing fields” remain skeptical. A 46- 
year-old man, who was 12 when he and his 
family were marched out of Phnom Penh 
when the Khmer Rouge took over and 
emptied the capital on April 17, 1975, says 
that it is not a genuine tribunal because 
“the Extraordinary Chambers in the 
Courts of Cambodia”—its official name—is 
a mixed court with Cambodian as well as 
international judges. “And everyone here 
knows how inept and corrupt the Cambo- 





dian judiciary is,” says the man, who wants 
to remain anonymous because of his pain- 
ful memories—and the fact that speaking 
out against the country’s legal authorities 
is still risky. 

Son Chhay, party whip of the opposi- 
tion Sam Rainsy Party, argues that the 
government is trying to control the pro- 
ceedings to avoid any embarrassing disclo- 
sures about present cabinet members who 
were once also members of the Khmer 
Rouge: “The Khmer Rouge is everywhere, 
I see the killers running around freely.” 

Former Khmer Rouge cadres who are 
now in power include Prime Minister Hun 
Sen, though according to most sources he 
was a low-ranking Khmer Rouge military 
commander and in a capacity not respon- 
sible for atrocities. But there are others in 
positions of prominence in Cambodia’s 
current ruling establishment who could be 
vulnerable and exposed during the trial, 
particularly if those accused began to talk 
or call in witnesses. 

The bitter reality is that too many in 
Cambodia have too much hide~and it is 
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hardly surprising that almost nothing is 
taught about the Khmer Rouge in Cambo- 
dian schools. The first-ever textbook on 
that era was published in April 2007, and 
only by the Documentation Center of Cam- 
bodia, a private NGO. Copies were distrib- 
uted to schools, libraries and government 
ministries. But even so, according to a re- 
cent survey conducted in Cambodia by the 
Human Rights Center at the University of 
California, Berkeley, 80% of younger re- 
spondents said they knew very little or 
nothing about the Khmer Rouge regime. 
Patrick Vinck, director 
of the Initiative on Vul- 
nerable Populations at 
UC Berkeley, told the 
Voice of America on 
Jan. 21: “And whatever 
they know, they only 
learned, or they mostly 
learned, from their 
family and from their 
friends. Only 6% told us that they had 
learned about it from school. And 9% told 
us that they learned through media, radio 
and television.” 

Against this background, the number 
of accused has been limited to five—and 
the tribunal will look into only what hap- 
pened during the Khmer Rouge’s time in 
power. A defender of the Khmer Rouge, 
Benson Samay, who represented one of the 
leaders, Ta Mok, made headlines in Janu- 
ary 2000 when he said that he would sub- 
poena Henry Kissinger and several others 
to testify on their role in the aerial bom- 
bardment of Cambodia which led to the 
Khmer Rouge’s rise to power in 1975. At 
the time, Mr. Benson said that Ta Mok’s 
own testimony would not spare any of his 
former comrades, many of whom are now 
in government or living in quiet retire- 
ment in Cambodia. But Ta Mok died in 
prison from natural causes in July 2006 
and took whatever secrets he had with 
him to the grave. 


[ The government 
hopes that natural 
death, rather than the 
law, catches up to the 
five on trial. 


But a wild card is still Kaing Guek Eav, 
alias Duch, who in the 1970s was in charge 
of the S-21 Prison in Phnom Penh, better 
known as Tuol Sleng—and who now has be- 
come a born-again Christian. He is the first 
to stand trial and is expected to speak his 
mind. That could be embarrassing for many 
in the present government—and for China, 
the Khmer Rouge’s erstwhile backer. 

The situation has changed drastically 
since June 21, 1997, when Cambodia’s then 
co-prime ministers, Prince Norodom Rana- 
riddh and his bitter rival Hun Sen, agreed 
to send a joint letter to 
the United Nations ask- 
ing for assistance “in 
bringing to justice those 
persons responsible for 
the genocide and crimes 
against humanity dur- 
ing the rule of the Khmer 
Rouge from 1975 to 
1979.” 

The request was made after repeated 
demands from the international—mainly 
Western—donor community and the Unit- 
ed Nations, represented in Cambodia by 
Thomas Hammarberg, a former director 
of the London-based human-rights advo- 
cacy group Amnesty International. Only a 
few weeks later, Hun Sen ousted Prince 
Ranariddh in a bloody coup d’état and 
forced him into temporary exile. The 
Western donor community was not 
pleased, and the United States and Germa- 
ny suspended all nonhumanitarian aid un- 
til a free and fair election was held. Japan, 
then Cambodia’s largest donor, said it 
would halt new projects. 

China, which Hun Sen had referred to 
as “the root of everything that was evil in 
Cambodia” in an essay written in 1988, 
nonetheless came to his government’s res- 
cue. Julio Jeldres, longtime Cambodia 
watcher and the official biographer of ex- 
King Norodom Sihanouk, noted that China 
was the first country to recognize the new 
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regime after the 1997 coup. In December of 
that year, Beijing delivered 116 military car- 
go trucks and 70 jeeps valued at $2.8 mil- 
lion. In February 1999, Hun Sen paid an 
official visit to China and obtained $200 
million in interest-free loans and $13.3 mil- 
lion in foreign-assistance guarantees. 

Since then, China has emerged as Cam- 
bodia’s biggest donor—and, unlike aid from 
the West, Chinese assistance comes with no 
strings attached for promoting democracy 
or good governance. China has also become 
a major investor in Cambodia, and Cambo- 
dia’s dependence on the West may further 
diminish, ifand when newly located oil and 
gas reserves are exploited, even if it is un- 
certain that those deposits are as lucrative 
as originally thought. Nonetheless, China 
wants to maintain its powerful position in 
Cambodia, which now risks upsetting its 
cordial relations with Beijing ifthe Hun Sen 
government cannot control the tribunal, a 
task that will not be easy. 

The agreement has been made and the 
trial has begun so there is no turning back 
now. But there’s no doubt a conflict of in- 
terests exists between the Cambodian and 
international judges—the interests of the 
former are closely tied to Cambodia’s na- 
tional interests, while the latter are under 
no circumstances prepared to participate 
in a show trial. 

The salvation for the present govern- 
ment—and for China—would be if death 
rather than the law ultimately catches up 
with the five accused, as it has not only 
with Ta Mok but also with the main Khmer 
Rouge leader, Pol Pot, who died in 1998. 
Son Sen, defense minister under the 
Khmer Rouge and in charge of the secu- 
rity apparatus that dealt with real and 
imagined dissidents at that time, was 
killed by his own men in 1997. Also killed 
at the time was his wife Yun Yat, once one 


of the most prominent female leaders of 
the Khmer Rouge. Ke Pauk, another 
prominent Khmer Rouge cadre, passed 
away in 2002. In 1977, he assisted the top 
leadership in carrying out purges in east- 
ern Cambodia, during which an estimated 
100,000 people died. 

At 66 years old, Duch is the youngest 
accused and the only one likely to survive 
any prison sentence, having already 
served nearly 10 years in custody without 
trial.But Nuon Chea, “Brother Number 
Two” after Pol Pot, who is accused of 
sending many to a certain death in S-21, 
is 82 years old and in ill health. Former 
Foreign Minister Ieng Sary will be 80 this 
year and suffers from serious heart prob- 
lems. His wife, Ieng Thirith, also among 
the accused, is 77 and reportedly unwell. 
The fifth of the accused, former head of 
state under the Khmer Rouge Khieu Sam- 
phan, is 78 years old. Only Duch’s trial is 
likely to be concluded this year, while it 
may take a year or even longer for the pro- 
ceedings against the other four to come 
to fruition. 

Many Cambodians suspect that al- 
though the government may not be able to 
interfere directly in the proceedings, it 
may be trying to delay them as long as pos- 
sible—hoping the whole problem will die 
a natural death and go away. That would 
suit the Hun Sen government as well as its 
new Chinese backers. Trudy Jacobsen, an 
Australian academic, wrote in the March 
2006 issue of the Nordic Institute of Asian 
Studies’ bulletin that a local Cambodian 
driver told her he “didn’t really care what 
happened at the tribunal, as he knew the 
perpetrators would be reincarnated as 
beetles.” In the end, since real justice for 
all seems elusive, that may be the best the 
survivors of the Khmer Rouge terror can 
hope for. i] 
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Media Censorship 
Escalates in Asia 





Censorship campaigns throughout Asia are gaining sophistication. 
With China leading the way, even countries that previously showcased 


flourishing, open media are now cracking down on press freedoms. 


Jousting With 
China’s Monsters 
by David Bandurski 


HINA HAS SUFFERED a succession 
of crises over the last two years 
stemming from official corruption 
and negligence. All have dialed up the heat 
on simmering resentment of the govern- 
ment, and more than a few have erupted 
into full-blown public protests. These flash- 
points are rooted in the reckless dealings of 
local Communist Party officials and associ- 
ated business networks, but they have been 
fanned into frenzy by repressive media pol- 
icies set at the highest levels of leadership. 
Curbs on hard news, and on investiga- 
tive reporting in particular, have effective- 
ly neutralized the only form of power 
monitoring in China that has proven both 
effective and credible. China’s journalists 
are down for the count—and the impact of 
this is now rippling through the whole of 





Chinese society. 

According to the latest official figures, 
six children died and close to 300,000 were 
sickened in China last year after drinking 
poisonous milk from Sanlu Group and oth- 
er major Chinese dairy producers. And yet, 
a tragedy of this magnitude might have 
been prevented had party leaders permit- 
ted Chinese journalists to do their job, 
blowing the whistle on irresponsible be- 
havior by officials and companies. 

It wasn’t long ago that investigative 
news programs like China Central Televi- 
sion’s “Focus” and “News Probe” exempli- 
fied the role the press could potentially play 
in exposing corruption and negligence, par- 
ticularly at the local government level. Chi- 
na’s brand of cautiously tolerated watchdog 
journalism—encompassed by the phrase 
yulun jiandu, or “supervision by public opin- 
ion”—was given tacit official support in the 
1990s. In 1994, shortly after the launch of 
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“News Probe,” then-Premier Zhu Rongji 
visited the program’s studio and spoke of 
the importance of press supervision. 

Some discounted these programs, say- 
ing they “swatted at flies while letting the 
tigers roam free,” turning a blind eye to 
misdeeds at higher levels of government. 
But officials below the provincial level re- 
garded them with fear, and for ordinary 
Chinese suffering under local tyrannies 
they were a rare source of hope. 

By century’s turn, scores of commercial 
newspapers and magazines, newcomers on 
China’s media scene, were taking the man- 
date of “supervision” into their own hands, 
pushing the bounds with tough news sto- 
ries about official corruption, public health 
and product safety. The work was never 
easy. Reporters faced a host of dangers and 
challenges, from run-of-the-mill propagan- 
da restrictions and threats to their person- 
al safety, to crippling libel suits in a corrupt 
court system. But with almost superhuman 
fortitude the work could be done, and anew 
generation of investigative reporters rose to 
the challenge. 

Many saw their own self image encap- 
sulated in that scene from Miguel de Cer- 
vantes’ classic novel, in which the deluded 
knight-errant Don Quixote launches an at- 
tack with his lance against a group of wind- 
mills on the plains of Montiel, believing 
them to be giants. In a Chinese context the 
giants were only too real, representing the 
sum total of the social and political chal- 
lenges facing investigative reporters. China 
Youth Daily editor Zhou Zhichuan once 
said to acclaimed investigative reporter Lu 
Yuegang before they set off on a dangerous 
reporting job: “The world doesn’t need just 
one Don Quixote. It needs a whole troupe 
of Quixotes.” 

But since a series of media shakeups fol- 
lowing tough reporting of SARs and other 
stories in 2003, the field has narrowed on 
hard news in China, and investigative re- 
porters are feeling the pressure more than 
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ever. This is not just about hard-line poli- 
cies at the party’s core, about the prover- 
bial “media crackdown.” Sure, party leaders 
continue to strike home tough messages 
about “emphasizing positive news” and 
achieving “correct guidance of public opin- 
ion.” But journalists with any sense of pro- 
fessional duty are now jousting with far 
more formidable monsters. They are the 
two-headed dragons of Chinese Market Le- 
ninism, spawned from the marriage of au- 
thoritarian political power and raw 
commercial greed. 

The beasts were in clear evidence last 
year, as the China Business Post, a main- 
land business tabloid published by Hong 
Kong’s Sun Media group, was suspended 
for an investigative report that exposed al- 
leged mishandling of assets at a local branch 
of one of China’s biggest state banks. Local 
authorities in Inner Mongolia, where the 
China Business Post is registered, ordered 
it to cease publication in September 2008, 
citing a high-level Chinese Communist 
Party policy against a practice known as 
“crossregional reporting,” in which media 
from one government jurisdiction report on 
another local or regional government. 

This kind of reporting, which can allow 
media to pursue hard-hitting stories with- 
out upsetting party officials to whom they 
must answer directly, remains one of the 
most essential tools for professional jour- 
nalists in China. The practice has broken 
many major stories, including mining di- 
sasters, illegal land use cases and even Chi- 
na’s rural AIDS epidemic—but it has also 
drawn fierce opposition from local party 
leaders who fear its consequences. 

After city and provincial leaders pres- 
sured top propaganda officials to curb the 
practice in 2005, media insiders say, top 
party leaders in Beijing issued the policy 
against crossregional reporting eventually 
cited in the order against the China Busi- 
ness Post. The policy was never intended 
for general enforcement. Rather, it was a 
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bludgeon party leaders could use on the sly 
to beat back negative coverage. The most 
effective check on this reporting in practice 
has been the forming of informal pacts 
among local leaders, in which they essen- 
tially say: keep your reporters at bay and I'll 
return the favor. 

The ccr decree, however, has made the 
impunity of local officials a de facto nation- 
al policy. And while the ccr language 
against crossregional reporting should ap- 
ply strictly to coverage of the government, 
it was used in the China Business Post case 
to punish coverage of a business. 

At its most basic, the China Business 
Post case has nothing at all to do with cross- 
regional reporting. The ccp’s national con- 
federacy against this form of reporting 
exposes a deeper shift in the orientation of 
press censorship in China that has nothing 
whatsoever to do with propaganda policies. 
While the superstructure of post- 
Tiananmen press controls remains intact— 
set firmly on the doctrine that party leaders 
must “guide public opinion” to ensure so- 
cial stability and economic growth—the old 
focus on ideology has been stripped away 
and replaced with the dirty day-to-day 
business of power. 

The network of agencies devoted to me- 
dia control in China, including the propa- 
ganda department, are now, more than ever 
before, mediators and players in a vast web 
of power and profit. They no longer dish out 
just propaganda dictates; they dish out per- 
sonal and professional favors too. One Chi- 
nese editor, who wished to remain 
anonymous, said that of seven direct tele- 
phone calls he received from propaganda 
officials recently, all dealt with matters of 
direct commercial interest compromised 
by reporting done by his publication. 

In the China Business Post case, press 
and publications officials in Inner Mongo- 
lia were the muscle that struck out to de- 
fend the business interests of a major 
Hunan branch of the Agricultural Bank of 


China. As it happens, Inner Mongolia Par- 
ty Secretary Chu Bo, the region’s top lead- 
er, is a former Hunan governor and 
maintains strong ties there. 

Not surprisingly, the steady decline of 
crossregional reporting and hard news in 
China is intersected by a sharp rise not just 
in the intensity of press controls at the top, 
but also in their subtlety and sophistication 
throughout China’s economic and political 
fabric. Censorship is no longer just about 
prior bans and after-the-fact punishments, 
but about the complex mediating of power 
and money relationships. 

Yang Haipeng, an investigative reporter 
who recently left China’s leading business 
magazine, Caijing, says that traditional di- 
rect controls on the news by government 
authorities reached a high point of effec- 
tiveness a couple of years back. “The change 
now is that they employ indirect tactics, 
particularly economic [punishments or in- 
centives] and personal connections to 
achieve news control,” says Mr. Yang. 

While press controls once addressed 
only the “head and tail,” he says, meaning 
stories could be controlled ahead of cover- 
age by means of propaganda directives, or 
after the fact by punishing media who 
stepped over the line, they are now more 
full-bodied, achieving monitoring and con- 
trol of the entire news process. There are 
now a whole range of informal “intermedi- 
ary structures” that work indirectly, but 
very effectively, to promote certain mes- 
sages and shut others out. They form the 
invisible infrastructure of power mediation 
in the press, and they reach deep into media 
organizations themselves. 

“The intermediary structures that carry 
out these ‘indirect actions’ [against hard 
news] are already entirely company-like in 
nature,” Mr. Yang says. “Because the net- 
work of connections is concealed, its ten- 
tacles now reach into the editorial 
structures themselves, and they already 
have the capacity to obstruct reporting and 
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editing activities at various levels for im- 
portant investigative stories.” 

One media insider, who asked to remain 
anonymous, said many of these “intermedi- 
ary structures” are organized or hired by 
local governments, while others are oper- 
ated by powerful companies. They are no 
secret to Chinese journalists, who in many 
cases are drawn into them by the lure of 
extra cash in an environment where profes- 
sionals work under extreme pressure and 
are severely underpaid. 

The insider specifically mentioned one 
province of which he has direct knowledge, 
where a special office 
has been established 
within the ccp general 
office, its task to prevent 
critical media coverage. 
The office is staffed, he 
says, with part-time em- 
ployees who work con- 
currently for local, 
regional and national 
media, and operates by pooling advertising 
resources from major enterprises in the 
province, which are then used by journal- 
ists in its network to induce media to drop 
negative stories that the advertisements ul- 
timately replace. What results is a most in- 
genious and effective combination of the 
carrot and the whip, a league of commercial 
bribery and government intimidation. 

Similar tactics were pioneered in the 
1990s by leaders like Jiang Chunyun, for- 
mer party secretary of Shandong Prov- 
ince, but in these early cases the goal was 
primarily to ensure that false reports in 
praise of the local government made their 
way into central-level media. The major 
impetus now, insiders say, is to cover up 
misdeeds of the local government. 

The implications for investigative re- 
porting can hardly be underestimated, and 
some journalists say the new center of pow- 
er in China’s media industry has already 
shifted to these “intermediary structures.” 
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with a dragon spawned 
from authoritarian 

political power and raw 
commercial greed. 


While China has plenty of reporters capa- 
ble of tackling big stories, says Mr. Yang, 
they are often deterred by the involvement 
of these powerful networks with the party 
and corporate interest groups concerned. 

Investigative reporter Zhai Minglei, 
who uncovered a number of big stories for 
Southern Weekend before exiting the tra- 
ditional media several years back, says hard 
journalism is in a state of decline in China. 
“I believe we’ve gone backward. There are 
no good examples lately of stories uncov- 
ered through independent investigation on 
the part of reporters,” he says. 

The media in fact 
made no independent 
investigation of the 
Sanlu milk scandal, the 
biggest story to hit Chi- 
na in 2008. The chief 
act of courage on the 
part of Oriental Morn- 
ing Post reporter Jian 
Guangzhou was the 
simple mention by name of the powerful 
and much-feared Sanlu Group, which had 
already been named in reports from a gov- 
ernment hospital. The scandal, in fact, said 
more about the growing pressure exerted 
on media by corporations and their party 
backers than it did about the gumption of 
Chinese journalists. 

Nor did any investigative reporting fol- 
low in the wake of last year’s Weng’an inci- 
dent, in which tens of thousands of Chinese 
took to the streets in southwest China to 
protest the alleged government cover-up of 
the death of a young girl. 

“Investigative journalism has been ina 
clear cycle of weakening over the last two 
years,” says Li Datong, a veteran journalist 
who was purged from the top post at the 
journal Freezing Point three years ago. 
“Very rarely can you see investigative re- 
ports that make a deep impact.” Even the 
practice of “swatting at flies” is fading. 
“ccTv’s ‘News Probe’ is now effectively 
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barred from investigative reporting, so this 
excellent television program has been re- 
duced to nothing,” says Mr. Li. 

Mr. Zhai says that in principle “the 
space for coverage of a number of top- 
ics—excluding politics, minority issues, 
the military and religion—has expanded, 
but in practice this is not happening.” 
The chief reason for this, he says, is be- 
hind-the-scenes “public relations” dick- 
ering backed by political power. “In the 
past the majority of news bans were 
based on political considerations. Now, 
any company can press the government 
to obstruct news stories. Propaganda of- 
ficials now make decisions largely on the 
basis of vested interests, and the Central 
Publicity Department is merely the last 
court of appeal in a vast public-relations 
system,” he says. 

The impact on social morale has been 
very real as the dragons of Market Lenin- 


ism have grown more audacious, and inves- 
tigative reporters have surrendered the 
field. Experts suggest the recent upsurge in 
social unrest, work-related accidents and 
food-safety scares is directly attributable to 
the decline of media supervision. 

“Local media don’t dare supervise the 
government, and outside media don’t have 
the capacity, so this means the actions of 
the government are completely out of con- 
trol,” Chinese media scholar Liu Xingfang 
said at a forum in Beijing late last year, quot- 
ed in Hong Kong’s Ta Kung Pao. 

It is too early to sound the horns and 
declare the battle lost. Chinese journalists 
have proven again and again, after all, 
that they can beat the odds and pull off 
surprising victories. But the balance has 
certainly shifted; the nature of the strug- 
gle has changed. And China’s Quixotes are 
quitting the battlefield, yielding it up to 
China’s monsters. ti 


The Cyber-Empire Strikes Back 
by Geoffrey Cain 


RAWING ON CZECHOSLOVAKIA’S 
Charter 77, an informal collective 
of social critics who in 1977 de- 
cried human-rights abuses, China’s Char- 
ter ’08 reads: 





For China, the path that leads out of 
our current predicament is to divest 
ourselves of the authoritarian notion of 
reliance on an “enlightened overlord” 
or an “honest official” and to turn in- 
stead toward a system of liberties, de- 
mocracy, and the rule of law, and 
toward fostering the consciousness of 
modern citizens who see rights as fun- 
damental and participation as a duty. 


More than 8,000 people signed the 
Charter—released on Dec. 10, 2008, the 
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60th anniversary of the United Nations 
Universal Declaration of Human Rights— 
capitalizing on a year of intense interna- 
tional attention on China. Yet unlike their 
predecessors in Czechoslovakia, Chinese 
scholars and activists for months dotted 
their signatures on the document digitally, 
huddled around computers in their offices 
and cafes, dodging the government’s tight 
Internet grip that quickly led to a cyber- 
backlash across the continent. 

The backlash came against China’s 
promises to loosen its media restrictions 
before the Olympics. Two days before the 
Charter was released online, police de- 
tained two activists, including prominent 
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social critic Liu Xiabo, on suspicions of 
spreading the Charter for signatures. They 
still have not been released and their 
whereabouts are unknown. Police later 
summoned at least 70 of the 303 original 
signatories and ordered them to detract 
their support. 

The Chinese Communist Party is jittery 
over the country’s explosion in Web us- 
ers—there were 220 million Internet users 
in 2008, aleap from 162 million in 2007 and 
22 million in 2000—who are all potential 
readers of sensitive documents like Char- 
ter’08. The country’s Internet penetration 
rates, combined with a global economic 
crisis and declining clout of Western coun- 
tries, is prompting China’s crackdown 
amid fears of instability. | 

With China leading the 
way, censorship is gaining so- aN 
phistication throughout Asia.  weisenHaus 
“A growing number of region- 
al countries are increasingly 
using the same sort of filtering 
and monitoring techniques, 
though not always as technologically ad- 
vanced, that China has used for years to 
curb Internet freedom,” said Shawn Crisp- 
in, Southeast Asia representative for the 
Committee to Protect Journalists and for- 
mer REVIEW Bangkok bureau chief. “They 
are also using the same sort of national se- 
curity legislation that Beijing deploys to 
justify the arrests and sentencing of Inter- 
net-based writers,” he said. 

Vietnam, with its vibrant anticommu- 
nist blogging movement, has been first to 
follow suit. The country’s government has 
crafted a firewall like none other in South- 
east Asia, modeled after China’s though not 
as impenetrable. In December 2008, the 
government announced it would seek help 
from Google and Yahoo! to regulate Viet- 
nam’s booming blogosphere, now number- 
ing in the hundreds of thousands of blogs. 
Yahoo! 360 is the blogging platform of 
choice in Vietnam, a prospect that has blog- 
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gers worried as the company gave up Chi- 
nese journalist Shi Tao’s private information 
in 2005, leading to his 10-year imprison- 
ment for “leaking state secrets.” Other blog- 
gers, including Nguyen Van Hai, who spoke 
out against Vietnam’s negotiations with 
China over the Spratly Islands under the 
pen name Dieu Cay, have been arrested un- 
der questionable tax evasion charges. 

The government’s moves are brewing 
a backlash. Militant bloggers are secretly 
conglomerating in Ho Chi Minh City. 
Their backgrounds vary, but most are 
tech-savvy students, who advocate over- 
throwing the government and speaking 
out against China. 

Vietnam’s underground cyber-move- 
ment began in December 2007 
amid protests against China’s 
claim to the Spratly Islands. 
Thousands of student protes- 
tors needed a place to coordi- 
nate and advertise their plans. 
The Internet, then a frontier 
in the quickly industrializing 
country, proved a popular front through 
which bloggers coordinated protests and 
instantly published photographs of police 
brutality. 

Government reprisals began last sum- 
mer against cyber-dissidents after they co- 
ordinated more protests against the Chinese 
embassy in Hanoi and hacked a progovern- 
ment news Web site, Dan Tri, in May. Viet- 
nam’s censorship push hardly matches the 
ruthlessness of China’s, but Hanoi is none- 
theless mimicking Beijing’s techniques. 

Yet Thailand, once showcasing a flour- 
ishing open media, has initiated the world’s 
most far-reaching censorship crackdown in 
history against critics of the monarchy, 
blocking over 2,300 Web sites and sentenc- 
ing offenders to up to 15 years in prison. 
Bangkok, too, is playing East against West 
diplomatically to resist Western democracy 
pressures, says a report by the cpu. 

The country’s lese majeste law, once fo- 





Media Censorship Escalates in Asia 51 


cusing on printed books and articles criti- 
cal of the king, has expanded to the 
Internet in force. The crackdown started 
in 2007 when authorities blocked You- 
Tube for a video that lampooned the be- 
loved King Bhumibol Adulyadej. Among 
Thailand’s harsh Internet regulations, 
Web sites cannot place pictures of anyone 
above the monarch. Yet the regulations, 
say critics, have moved far beyond mere 
statements against him, turning into a po- 
litical witch hunt wherein no one can even 
speak about the royal family. As tensions 
between political parties mount, the re- 
pression could widen, reports the cpg. 
Prime Minister Abhisit Vejjajiva has al- 
ready made protecting the monarchy 
against criticism a priority. 

For Arthit, a popular Thai blogger who 
does not give his last name, the prospects 
of going to prison for raising a question 
about a royal are frightening. “In the name 
of lese majeste, you can legitimize any ac- 
tion [against criticism] conveniently,” he 
said. In 2005, Harry Nicolaides, an Austra- 
lian English teacher in Bangkok, self-pub- 
lished a novel that allegedly reached only 
a handful of people. One brief passage that 
questioned the merits of the crown prince 
landed him a three-year jail sentence ear- 
lier this year; he received a royal pardon 
last month and returned to Australia. 

Even Malaysia and Cambodia, which 
once maintained democratic standards on- 
line, are now clamping down on material 
deemed subversive. In December 2008, 
Phnom Penh became the subject of creep- 
ing cyber-censorship after the government 
passed the country’s first Internet-censor- 
ship law in response to reahu.net, a Web 
site featuring paintings of nude traditional 
dancers, although Minister of Information 
Khieu Kanharith promised the law would 
only hit pornographic and “immoral” mate- 
rial. Then in February 2008, a controversial 
report by Global Witness, an NGO, on min- 
ing and oil corruption was found to be (and 
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remains) inaccessible. Accusations were 
leveled at AngkorNet, an Internet service 
provider, for censoring the report, and 
speculations about high-level government 
connections to the company’s leadership 
arose. To date, AngkorNet has denied block- 
ing the Web site, which implicated govern- 
ment officials for hiding millions of dollars 
in kickbacks. 

Malaysia, which promised not to cen- 
sor the Internet in 1996, is also stepping up 
its cyber-censorship, with at least three 
government agencies now keeping tabs on 
popular blogs and Web sites. Raja Petra, 
who founded the popular Malaysia Today 
Web site, was detained in 2008 under the 
country’s Internal Security Act for his 
writings that criticized the government. 

And the Burmese junta, which failed to 
keep a lid on Internet use during its 2007 
Saffron Revolution, has sent officials to 
China for training in information technol- 
ogy. The government also allegedly 
launched denial-of-service attacks against 
exile Web sites on dates coinciding with the 
anniversary of the Saffron Revolution. The 
Democratic Voice of Burma based in Nor- 
way traced the attacks to China and Russia. 
“(The attackers] made use of compromised 
zombie computers ... though I think it’s 
clear to all that Burma’s government ... had 
the most incentive to attack these critical 
Web sites,” said Mr. Crispin. 

As Western powers lose their clout in 
Asia against China’s rising influence, In- 
ternet censorship in the region is turning 
out not to be a back-and-forth trend but a 
developing status quo. The world’s power 
players have welcomed China to the stage, 
and the repercussions are hitting free on- 
line speech. “That’s sent a powerful signal 
to governments in the region that they are 
no longer obliged to follow through on the 
democratic reforms they had once been 
pressured by the West to adopt,” noted 
Mr. Crispin, “including press and Internet 
freedom.” Li 
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China Tells Europe to 
Mind its Manners 


by Tom Orlik and Wang Yong 





HE GLOBAL FINANCIAL and 
economic crises are recal- 
culating the balance of 
power between the United 
States, Europe and China. 
In Washington, President Barack Obama is 
expected to adopt a more collaborative ap- 
proach to international politics. Beijing’s 
negotiating capital suddenly seems as plen- 
tiful as its foreign-exchange reserves. 
While in Brussels, some policy makers see 
a chance to shape the world in their own 
social-democratic, multilateral image. 

But if the Europeans expect to get any- 
thing from an emerging new world order, 
they will have to work hard to improve re- 
lations with Beijing, which have thus far 
been difficult to say the least. Take for ex- 
ample the recent actions of French Presi- 
dent Nicolas Sarkozy, who chose 
December—the final month of his Eu pres- 
idency—to meet with exiled Tibetan spiri- 
tual leader, and enemy No. 1 in Beijing, the 
Dalai Lama. By doing so, Mr. Sarkozy 
pushed France’s—and the Ev’s—diplomatic 
dreams into the shadows. 

Not long after, an important EU-China 
summit, slated to take place in the French 





city of Lyon, was canceled by the Chinese. 

For European leaders, holding the sum- 
mit on home turf would have been a wel- 
come relief from the jet lag of international 
diplomacy. For much of 2008, it was diffi- 
cult to throw a rock into the air over China 
without hitting a European leader flying to 
or from meetings in Beijing. All those air 
miles add up to one thing—the long overdue 
recognition by the Eu of the arrival of Chi- 
na on the world scene. In advance of the 
Lyon meet, the mood in China appeared to 
mirror the sentiments of EU policy makers. 
On Chinese Internet bulletin boards, there 
was even talk of the ku and China finding 
common cause against the U.S. However, 
following Mr. Sarkozy’s diplomatic mis- 
step, those plans were put on ice. In the 
wake of the falling out, China’s fiercely na- 
tionalist Global Times spoke of “ignoring 
Germany and punishing France”—a con- 
scious echo of the U.S. response to EU op- 
position to the war in Iraq. These words in 
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the Global Times—an offspring of the Com- 
munist Party’s flagship People’s Daily— 
speak to China’s growing confidence in 
dealing with the Eu, which Beijing regards 
as internally divided and motivated by mor- 
al rather than strategic concerns in its for- 
eign relations. 

By axing Lyon, China and the Eu missed 
a golden opportunity to develop a coordi- 
nated approach to returning the global 
economy to a path of growth and to re- 
forming the institutions that govern it. 
Both Beijing and Brussels have announced 
enormous stimulus packages to revive 
their economies. While the focus of the 
packages is on ensuring growth at home, 
in an interconnected global economy, do- 
mestic policies can also have beggar-thy- 
neighbor impacts on trade partners. The 
summit would have been a chance, at the 
highest level, to steer a path around these 
protectionist pitfalls. 

The economic and financial crises have 
also underlined the need for reform of the 
institutions that govern the world economy, 
with a greater say in the decision making 
for China. When the cake of global power 
is redivided, a bigger slice for China will 
necessarily mean a smaller slice for some- 
one else. The trick for the EU, whose mem- 
ber states enjoy a disproportionately high 
representation in the International Mone- 
tary Fund and the Group of Seven leading 
industrial nations, will be to work with Chi- 
na to reform existing institutions without 
sacrificing too much. 

The Americans seem to understand this 
better and have not allowed tender feelings 
to impede the attainment of their strategic 
objectives. At the final meeting of the Stra- 
tegic Economic Dialogue in Beijing in early 
December 2008, reform of the internation- 
al financial institutions was high on the 
agenda. The Chinese press reported ap- 
provingly that the two sides had discussed 
the future of the mr, the G-20, and finan- 
cial regulation—all areas where the Eu has 


a substantial stake and a lot to lose if con- 
fronted with a deal precooked by Washing- 
ton and Beijing. On her trip to Beijing in 
February, Hilary Clinton also adopted a 
pragmatic line, suggesting that human 
rights concerns “can’t interfere” with press- 
ing China for greater cooperation on eco- 
nomics, the environment and the impasse 
over North Korea’s nuclear programs. 

Mr. Sarkozy might claim that as the 
leader of ademocracy, he has to respect the 
wishes of his citizens, and that there is a 
constituency in France that cares deeply 
about human-rights issues. But as a respon- 
sible leader he also has to balance compet- 
ing interests. It is not clear that France’s 
very large number of unemployed citizens 
would privilege the distant prospects of dé- 
tente between the Chinese leadership and 
the Dalai Lama above the potential for con- 
crete economic gains from a more equal 
trade relationship with China. What is per- 
haps more important, as president of the EU 
at the time of his decision to meet with the 
Dalai Lama, Mr. Sarkozy also had a respon- 
sibility to the citizens of Europe, many of 
whom might not be pleased to see their 
president rotating his policies to appease a 
vocal minority of French voters. 


HINA-EU RELATIONS HAVE never 
been easy. Tooth-and-nail dis- 

putes over trade, investment and 
intellectual property have proved difficult 
to resolve amicably. The lack of a land bor- 
der and the inability of the Eu to project 
military power into the Pacific have 
drained the relationship of urgency. Since 
diplomatic relations were established be- 
tween the European Community and the 
People’s Republic of China in 1975, a recog- 
nition of China’s growing importance in 
world affairs has sat uneasily with Euro- 
pean leaders’ desire to second-guess Chi- 
na’s internal politics. Even as China has 
emerged as the third largest economy in 
the world—larger now than any individual 
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EU member state—and the Ev’s largest 
trading partner, European leaders have 
found it difficult to avoid beating the drum 
on human rights and the Chinese side has 
shown itself willing to retaliate. 

For amoment, in the period immediate- 
ly before the war in Iraq, as France, Ger- 
many and China found themselves in the 
same corner facing a pugilistic U.S., it 
seemed like EU-China relations might have 
a chance to shine. That moment passed as 
Germany’s then chancellor, Gerhard 
Schréder—who was diplomatically reticent 
on China’s internal affairs—was replaced by 
the more vocal Angela Merkel. In France, 
Jacques Chirac and his unabashedly pro- 
China line gave way to the more critical Mr. 
Sarkozy. A meeting between Ms. Merkel 
and the Dalai Lama in September 2007 an- 
noyed the Chinese side so much that a visit 
by German Finance Minister Peer Stein- 
briick, with a delegation of contract waving 
German businessmen in tow, was shelved. 
France went through another rough patch 
last year when Mr. Sarkozy said his atten- 
dance at the Beijing Olympics’ opening cer- 
emony was conditional on progress in talks 
between Beijing and envoys of the Dalai 
Lama on the future of Tibet. 

What makes these occasional outcries 
on human rights all the more perplexing is 
that they are singularly ineffective at 
changing the political reality within China. 
In Beijing, those foreign leaders who call 
for democratic reforms to the political sys- 
tem are regarded as willfully ignorant of 
the reality of progress—especially on pov- 
erty reduction—that has taken place under 
the current system, or the potential for 
massive and destabilizing internal conflicts 
if China did accept Western-style democ- 
racy. The irritation felt by the Chinese lead- 
ership was evident in a speech delivered in 
February of this year by Vice President Xi 
Jinping to overseas Chinese in Mexico. In 
a portion of the speech quoted approvingly 
on many Chinese blogs and bulletin boards, 
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with the Dalai Lama in Gdansk, Poland in December 2008. 


he said: “There are some foreigners who 
have nothing better to do than point their 
fingers at our affairs. China does not, first, 
export revolution; second, export starva- 
tion and poverty; or third, cause repeated 
trouble for you. What else is there to say?” 

On hot button issues such as Taiwan 
and Tibet, in particular, Chinese leaders 
face a very real constraint from the line 
dictated by fiercely patriotic public opin- 
ion. As calls for a tough response to any for- 
eign power that crosses a diplomatic 
redline on sovereignty issues echo around 
the nationalist press and Internet discus- 
sion boards, Beijing must tread a tightrope 
between appeasing public opinion and pur- 
suing its long-term interest in stable inter- 
national relations. In advance of the 
canceled summit, Chinese negotiators in- 
formed the Eu side that thousands of post- 
ings had been made to Internet discussion 
boards, criticizing Mr. Sarkozy for his deci- 
sion to meet with the Dalai Lama. With a 
change in government in Taiwan, the focus 
of nationalist concern has shifted to Tibet. 
And with the economy entering into trou- 
bled times and unemployment on the rise, 
the pressure on the leadership to take a 
tough line on territorial issues is intense— 
as evidenced by the cancellation of the 
Lyon meeting. 

In the aftermath of that decision, rela- 
tions deteriorated further on both the po- 
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litical and economic front, with the French 
presidency taking a side swipe at China 
over the detention of Liu Xiaobo (one of 
the signatories of the Charter ’08 peti- 
tion), and the suggestion of a delay to the 
final stage of China’s multibillion euro ne- 
gotiation with Airbus for the purchase of 
150 airplanes. 

A trip by Wen Jiabao to Switzerland, 
Germany, Spain, Belgium and the United 
Kingdom in February has been presented 
as a thaw, but it may be too soon to declare 
the arrival of spring in EU-China relations. 
Mr. Wen’s European tour aimed at achiev- 
ing several potentially conflicting objec- 
tives at the same time. First, satisfying 
public opinion at home, the Chinese dele- 
gation steered a path around Paris, punish- 
ing France for Mr. Sarkozy’s diplomatic 
faux pas. 

Second, at a time of crisis, China had to 
demonstrate that it is acting responsibly. 
The European trip and the assurance that 
the trajectory of EU-China relations re- 
mained unbroken achieved that objective. 
Third, the brief meeting with the new 
Czech presidency of the Eu sandwiched be- 
tween political heavyweights in Berlin and 
London demonstrates that if the EU cannot 
speak with a single voice China is happy to 
play divide and rule with individual mem- 
ber states. 


OR THE EU, a single voice on for- 
eign policy remains a distant pros- 
pect, but a more coherent China 
strategy cannot be held hostage to the reso- 
lution of deeper institutional dysfunctions. 
The U.K., France and Germany should 
abandon their dreams of an individual Chi- 
na policy and, at the highest level, coordi- 
nate their approach. 

On trade, which is both the crux of the 
relationship and the area where the Eu has 
the most to gain from constructive engage- 
ment, competence is already devolved to 
the European level. On the trade deficit, in- 
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tellectual property, and a level playing field 
for investments, member states should 
throw their weight behind a single negotia- 
tor with a long-term mandate charged with 
redressing the deeply unbalanced relation- 
ship. The existence of the euro alongside 
national currencies complicates the prob- 
lem, but for those member states that do be- 
long to the single-currency negotiations on 
the exchange rate should be entrusted to 
the same single negotiator. Where there are 
disputes, including on trade, the Eu will re- 
inforce its efforts to bring China into the 
multilateral fold by working to resolve them 
through multilateral means. Bilateral re- 
taliations and protectionism would not only 
be a disaster for a world economy teetering 
on the brink, but would also undermine ef- 
forts to bring China into the debate on the 
reform of the IMF, and deeper engagement 
with the G-20. 

Human rights will remain a legitimate 
concern and a reversal of the Eu’s long- 
standing position would be taken as a sign 
of weakness. A more balanced approach to 
raising concerns about Tibet, with respect 
for the different views within China and 
sensitivity to the nationalist pressures the 
Chinese government faces from its own 
population, would bring the benefits of dia- 
logue without the risks of alienating the 
Chinese leadership. Better internal coordi- 
nation would encourage a more reflective 
approach from member states, and would 
encourage the Chinese side to take the Eu’s 
concerns more seriously. 

What is clear is that an increasingly self 
confident China, facing its own domestic 
economic and social pressures, will not 
take lessons from proponents of the Euro- 
pean enlightenment—or the American Rev- 
olution—on how the Middle Kingdom 
should be run. Beijing’s recent actions to- 
ward the Eu signal a more confident and as- 
sertive approach to great power politics 
from China. It is a signal that the Europe- 
ans would be well advised to heed. WE 
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Burma Fuels the 





Rohingya Tragedy 


by Khin Maung Lay 





HE ROHINGYA, a people 
previously unknown to 
many, were recently the 
focus of international me- 
dia attention when two 
groups totaling around 1,000 people land- 
ed on the shores of Thailand. For years, 
mostly during the winter when the ocean 
is comparatively calm, many Rohingya 
have boarded poorly equipped boats and 
embarked on journeys from their home- 
land in Arakan, a state in the western part 
of Burma. They cross the Andaman Sea to 
escape persecution and to search for a bet- 
ter life in Southeast Asia. But in January, 
the Thais did not greet the Rohingya with 
wide grins and open arms. Instead, au- 
thorities in the “Land of Smiles” forced 
them back into their boats and returned 
them to the ocean. Abandoned in open wa- 
ters, hundreds perished. 

The Rohingya have lived in Arakan 
(also known as Rakhine) for many centu- 
ries. They are descendants of different 
waves of migrants, including Arab mer- 
chants, seafarers, large contingents of 
Muslim armies from Bengal, captive Mus- 
lims carried by pirates in the 16th and 17th 





centuries, the family and retinue of Mo- 
ghul Prince Sha Shuja, as well as a large 
number of converts. Mostly Muslim, they 
have developed an identity, culture and 
language separate from the largely Bud- 
dhist Burmese. Today, of a total of three 
million Rohingya, an estimated 1.5 million 
live in Burma while another 1.5 million live 
in exile. Of the exiles, most live in Bangla- 
desh, Pakistan and Saudi Arabia, some live 
in the United Arab Emirates, Thailand and 
Malaysia, and a few live in Europe, Japan 
and Australia. Many hope they will one day 
be free to return to a Burma that recogniz- 
es and protects their rights. 

After Burma gained independence in 
1948, the then parliamentary government 
of Burma under Prime Minister U Nu rec- 
ognized the Rohingya people as a separate 
ethnicity. But they did not enjoy such rec- 
ognition for long. From the very first day of 
the military coup on March 2, 1962, which 
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brought the junta to power, human-rights 
violations against the Rohingya have been 
escalating. The junta, with its cruel ambi- 
tion to “Burmanize” Arakan and turn it 
into a Buddhist state, continues to engage 
in a variety of human-rights violations and 
abuses. The “2008 Human Rights Report: 
Burma,” released last month by the United 
States Department of State, illustrates the 
various forms of abuses to which the Ro- 
hingya are subjected, including curbs on 
free movement, stating: “The government 
tightly controlled the movement of Muslim 
Rohingya, particularly 
in Buthidaung, Kyauk- 
taw, Maungdaw and 
Rathedaung townships 


| r is the search for 
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activities, education and work; forced labor; 
confiscation of land; obstruction of mar- 
riage; and the barring of mosque and grave- 
yard renovations. It is the search for a safer 
place and economic livelihood that forces 
the Rohingya to venture from their families 
and embark on perilous journeys, such as 
the one that led to the recent deaths. 
Campaigns of terror, crimes against hu- 
manity and extermination have been per- 
petrated against the Rohingya in a 
systematic and planned way. The junta ef- 
fectively rendered the Rohingya nonna- 
tionals by introducing a 
new citizenship law in 
1982 that turned them 
into a stateless people. 


along the border with Current government 
Bangladesh. Muslim that f orces the policy in Burma states 
youth from Rakhine ac- Rohingya to embark that there are 135 na- 
cepted for admission to tional races in the coun- 


universities and medi- 
cal schools outside the 
state were unable to enroll due to travel re- 
strictions imposed on them.” 

The recent tragedy in Thailand was not 
the first time the Rohingya have been in the 
international spotlight. In 1978, large in- 
fluxes of Rohingya entered Bangladesh 
from Arakan. This happened again in 1991- 
92. On both occasions more than 250,000 
refugees tried to escape large-scale perse- 
cution by Burma’s military regime. To this 
day—almost 18 years later—everything re- 
mains the same or worse, and the brutality 
of the military regime continues. The Feb- 
ruary State Department report confirms 
that the “Rohingya experienced severe le- 
gal, economic, and social discrimination.” 

After the 1991-92 outflow of Rohingya, 
the Burmese junta changed its strategy and 
engineered a new tactic of slowly and 
steadily pushing the Rohingya from their 
homeland, using all sorts of physical abuse 
and economic obstacles. Included among 
these are restriction of movement, which 
eventually creates barriers for their daily 
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try—the Rohingya are 
noton that list. More re- 
cently, the government-owned newspaper 
New Light of Myanmar has said outright 
that the Rohingya have no claim to state- 
hood. Today, this group is increasingly job- 
less, homeless, without land of their own 
and the most illiterate section of Burma’s 
population. 

The restrictions on freedom of move- 
ment, marriage and education have dashed 
any future hope of development for the Ro- 
hingya, including forming families, all 
while they live in subhuman conditions 
amidst abject poverty. Humiliating restric- 
tions on movement—even on travel from 
place to place within the same locality— 
have affected all normal activities in all 
fields, crippling the Rohingya socially, eco- 
nomically and educationally. For instance, 
regulations prevent them from pursuing 
higher education in colleges or universities. 
Chris Lewa, director of the Arakan Project, 
engaged in research and advocacy on the 
Rohingya situation, says: “There is 80% 
illiteracy. There are primary schools in 
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most villages but quality of education is 
very poor, there are very few secondary 
schools (only 12 high schools for the whole 
of North Arakan with more than 800,000 
inhabitants) and the travel restriction pre- 
vents Rohingya children who finish a sec- 
ondary education from going to a 
university in another part of Burma for 
higher education, even to Sittwe, the capital 
of Arakan State.” 

Restrictions on marriage are severe 
enough that couples have to wait years for 
official permission to marry and often have 
to pay bribes in order for their weddings to 
take place. Rape of Rohingya women has 
become a military strategy to depopulate 
them from their ancestral homeland. In his 
2007 report “Caught Between Two Ti- 
gers,” Graham Thom, Amnesty Interna- 
tional Australia’s refugee coordinator, 
writes: “In an effort to encourage their de- 
parture to Bangladesh, their freedom of re- 
ligion and movement is restricted; they 
must apply for permission to marry, their 
land has been confiscated and they suffer 
severe economic constraints. The military 
has murdered fathers and husbands and 
raped mothers, sisters and daughters. They 
are routinely subjected to brutal forced la- 
bor, arbitrary taxation and constant humil- 
iations,” Additionally, the establishment of 
a growing number of Buddhist-settler vil- 
lages has changed the demographic com- 
position in Arakan. 

The military regime has rendered the 
Rohingya a stateless people and has insti- 
tutionalized a process of extermination 
through various restrictions and abuses. 
But, it is hoped that the recent attention 
given to the Rohingya will pave the way for 
a solution to the problem. Burma’s govern- 
ment in exile, the National Coalition Gov- 
ernment of the Union of Burma, has been 
putting pressure on the military junta to 
mend its ways. Recently, Bo Hla Tint, NC- 
GUB’s foreign affairs minister stated that 
“the [Burmese] military regime is not party 


to most international human-rights trea- 
ties. This should not be an excuse by the 
regime to free itself from the obligation to 
respect fundamental human rights which, 
being provided for under customary inter- 
national law, are binding on all states.” 

Most recently, at the summit of the As- 
sociation of Southeast Asian Nations, or 
Asean, held in Thailand, political leaders 
from member countries opted to exclude 
the Rohingya crisis from the official agen- 
da, making it a so-called “sideline” issue. 
Yet that does not mean the case is closed. 
In a letter addressed to Asean Secretary- 
General Surin Pitsuwan, Human Rights 
Watch wrote that it sees the Rohingya is- 
sue as “a test case for Asean’s fledgling hu- 
man-rights body.” However, thanks are 
due to Indonesian Foreign Minister Has- 
san Wirajuda, who recently sought a more 
durable solution, and to Thailand’s Prime 
Minister Abhisit Vejjajiva for having the 
courage to acknowledge past mistakes. 

It should be reiterated that the Rohing- 
ya problem is not new. Their crisis is a long- 
standing and deep-rooted political issue 
that affects the whole region of South and 
Southeast Asia. It is therefore the interna- 
tional community’s responsibility to put an 
end to this persecution. The United Na- 
tions, the Organisation of the Islamic Con- 
ference, Asean, the European Union and 
the United States—in consultation with Ro- 
hingya leaders—all have key roles to play. 

The Rohingya have some reason to be 
optimistic, given U.S. Secretary of State 
Hilary Clinton’s statement during her first 
trip abroad after taking office. The U.S., 
she said, “is looking at what steps we 
might take that might influence the cur- 
rent Burmese government and we're also 
looking for ways that we could more ef- 
fectively help the Burmese people.” For 
now, the Rohingya are hopeful that Pres- 
ident Barack Obama’s slogan of “change” 
will become a reality beyond American 
borders. E 
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Reviewed by Ivy WANG 


N THE AFTERGLOW of the 2008 
Olympics, and now with much of 

the developed world brought to 
its knees by the financial crisis, China’s 
self-assurance as the world’s next lead- 
ing power seems inevitable. Enter Broth- 
ers, the latest novel from Yu Hua, one of 
China’s foremost novelists. Clocking in at 
640 pages, this sprawling satire chronicles 
a town in rural China as it haphazardly 
stumbles from the Cultural Revolution 
into the present day and in the process 
deflates the triumphant image of China’s 
forward march of progress. 

The novel’s staging ground is the folksy 
town of Liu, whose main inhabitants are 
named according to their trade: Poet Zhao, 
Blacksmith Tong, and (Tooth) Yanker Yu. 
Presiding over them all is Baldy Li, a brash 
young boy with a shaven head whose fate 
intertwines with that of his stepbrother, 
Song Gang, when their parents remarry, 
only to pass away before the siblings reach 
adulthood. In the span of the story’s nar- 
rative, Baldy Li rides the crest of China’s 
economic liberalization to fashion himself 
from his humble beginnings into the brash 
tycoon responsible for the entire county’s 
GDP. His combination of bald voraciousness 
and business acumen is the force that push- 
es Liu Town’s mad lurch into modernity 
and drives forward the plot of the novel. 
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Baldy Li first distinguishes himself 
from other boys when at the tender age of 
seven he discovers his “sex drive” while 
rubbing himself against a wooden bench. 
Hungry for more, he proceeds to “violate” 
every electricity pole in Liu Town, in full 
view of the public as the Cultural Revolu- 
tion rages on around him. 

At the age of 14, Baldy Li is caught peep- 
ing at women’s bare bottoms in the town’s 
communal pit toilet, his head hovering 
dangerously close to the filth below. 

The early scene set inside a stinking 
toilet sets the tone of the novel, which in 
the tradition of satirists such as Gombro- 
wiez and Rabelais, delights in the vulgar 
and grotesque. Though Brothers topped 
sales in China when it was released in 
two volumes between 2005 and 2006, it 
was roundly panned by critics and read- 
ers alike, who condemned its crass por- 
trayal of Chinese society. And indeed, the 
book is a far cry from Mr. Yu’s novels To 
Live and Chronicles of a Blood Merchant, 
which made him into a literary celebrity 
in China. Like these earlier works, Broth- 
ers employs dramatic plotlines to depict 
the savage hand of history on the rural 
poor. But Brothers leaves behind the sen- 
timentality of those books. Here, the lan- 
guage is foul, the humor dirty, and much 
of what transpires is degrading. The fac- 
tory where Baldy Li gets his start is staffed 
by “two cripples, three idiots, four blind 
men, and five deaf men” whom he farci- 
cally parades around town on multiple oc- 
casions. To earn a living, a man is forced 
to get breast implants in order to hawk his 
miracle “boob cream.” 

Even the deaths are lurid. One victim of 
the Cultural Revolution commits suicide 


by driving a rusty nail into his own skull. 
And after Baldy Li’s stepfather is brutally 
beaten to death, undertakers are forced to 
saw off the bottom half of his legs so that 
the corpse can fit into its tiny coffin, the 
only one the family could afford. At ev- 
ery cruel turn, Mr. Yu describes not just 
the tears, but also the “snot” that flows in 
abundance down Baldy Liand Song Gang’s 
faces, robbing even the most tragic mo- 
ments of some of their gravity. 

However, for all its hyperbole the book 
never strays far from the truth. As Mr. Yu 
recently told the New York Times, after 
the novel’s release sever- 
al readers came forward 
to say that their relatives 
had suffered deaths simi- 
lar to the ones described 
in the novel during the 
Cultural Revolution. One 
of the story’s main events, 
the hosting of a “National 
Virgin Beauty Pageant” in 
Liu Town, holds a partic- 
ularly telling mirror up to 
reality. Realizing that he 
has never bedded a virgin, 
Baldy Li organizes the com- 
petition so that he might 
deflower the cream of China’s crop. The 
spectacle of vanity and profit-mongering 
that ensues recalls the wave of beauty pag- 
eants and the “Supergirl” competition that 
swept through China around the time Mr. 
Yu wrote his book. Though Brothers was 
published before the Beijing Olympics, 
Baldy Li’s claim that the Virgin Pageant 
will boost GDP and “promote traditional 
Chinese culture,” and his insistence that 
villagers clean up the streets, even if it 
means sweeping trash underneath their 
own beds, presages much of the official 
rhetoric thrown around during the 2008 
Games. And just as reports later revealed 
that all the children chosen to represent 
China’s ethnic minorities in the Olympic 





opening ceremony were actually Han Chi- 
nese, in Mr. Yu’s pageant all the contes- 
tants turn out to be faux virgins. 

By offering a burlesque version of true 
events, Mr. Yu exposes the absurdities that 
underlie them. And the biggest absurdity 
of all is Baldy Li himself. Crass and insa- 
tiable, Baldy Li embodies the brute forces 
of capitalism that the era of Reform and 
Opening Up unleashes. In collusion with 
the county governor, Baldy Li “carpet- 
bombs” his childhood village and rebuilds 
it into a “mutt of a town,” where Doric col- 
umns, raucous pop music, and traditional 

red lanterns cohabit the 
same street, and where 
every yuan spent goes 
to line his own pockets. 
He even buys up the cre- 
matorium and cemetery, 
“so that the town’s dead 
had to be handed over to 
him.” Yet for all this, he is 
imminently likable, more 
like an unruly child than 
a rapacious mogul. 

Chen Sihe, a professor 
of literature at Shanghai’s 
Fudan University com- 
mented that despite their 
disdain for the novel as a whole, many 
readers have welcomed the “unbearably 
vulgar nouveau riche” Baldy Li. Mr. Chen 
calls the protagonist a “creature of our 
times” who has tapped into China’s “col- 
lective unconscious.” 

If this is indeed the case, then for all its 
humor Brothers presents a bleak view of 
China’s development. At the end of his as- 
cent, Baldy Li has graduated from peeping 
in the town toilet to perching atop a gold- 
plated toilet seat—a telling image of where 
Mr. Yu feels China’s explosive wealth has 
taken its population. The influx of money 
and things foreign into Liu Town has done 
little except expand the scope of people’s 
appetites. 
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RUFFIANS, YAKUZA, NATIONALISTS: 
THE VIOLENT POLITICS OF 
MODERN JAPAN, 1860-1960 

by Eiko Maruko Siniawer 
Cornell University Press, 
270 pages, $39.95 
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Reviewed by MARTIN LAFLAMME 


N A 1971 gangster movie called 
“Shussho Iwai,” also known in 
English as “The Wolves,” direc- 


tor Hideo Gosha depicts the struggle of 
two yakuza gangs of northern Japan in the 
1920s who are trying to overcome past ri- 
valry and mistrust to merge their activities 
and membership. Ostensibly, the impetus 
for this alliance is the need to avoid vendet- 
tas of the kind that recently devastated both 
groups. Unbeknownst to most protagonists 
however, a venal politician, the vice presi- 
dent of a fictional National Party, is pulling 
plenty of strings behind the scenes. He is, 
in fact, the one who fostered many of the 
past blood feuds. His Machiavellian goal: 
unite the two criminal gangs, both of which 
happen to play a key role in the local wood 
industry, under the leadership of one of his 
minions, thereby ensuring total control on 
a stable supply of cheap timber for his rail- 
way ventures in Japan and Manchuria. 
Eventually, one of the more astute gang- 
sters realizes what is going on. Toward the 
end of the film, in a last ditch attempt to 
redeem his honor and that of his yakuza 
brothers, he confronts his own boss who, 
the viewer now learns, has been in league 
with that crooked politico from the very be- 
ginning. As our hero closes in, his villainous 
chief pleads for forgiveness and mercy: 





“I know... I am inhuman, I am untrust- 
worthy... But so what? We are people of 
the shadows, are we not?” 


Perhaps they were then, in the 1920s, 
when the movie takes place, but over the 
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years, numerous books, plays and films 
have shed light, although one often heavily 
tinged with romanticism, on the world of 
the yakuza. What has been less closely ex- 
amined, however, are the historical links 
between the political class and the violent 
underworld peopled by gamblers, ruffians 
and hoodlums of all stripes, as well as how 
they and other “violence specialists” have 
affected government policy and the evolu- 
tion of Japan’s democracy. 

It is the history of this relationship that 
Eiko Maruko Siniawer, a professor of his- 
tory at Williams College in Massachusetts, 
attempts to analyze in her first book Ruf- 
fians, Yakuza, Nationalists. Starting in the 
early 1860s, just before the Meiji Restora- 
tion, she explains how, in the following de- 
cades, violent groups and individuals came 
to play an increasingly important role in 
public life, to the extent that they even- 
tually “compromised party politics ... and 
contributed to the rise of militarism in the 
1930s.” Her narrative ends around 1960, by 
which time violence had “lost ground to 
money as the political tool of choice.” In 
between, she introduces a varied cast of 
goons and roughnecks who, sometimes for 
personal gain, sometimes for ideological 
reasons, entered the stage of Japan’s strug- 
gling democracy at one point or another. 

Early on, Ms. Siniawer reminds us that 
violence, and its use for political purpos- 
es, was not unique to Japan and that other 
nations experienced bouts of tempestuous 
politics as well. To illustrate this rather 
obvious point, she draws regular parallels 
with the history of Italy and the United 
States. These examples, however, are not 
particularly illuminating, partly because 
one feels they were thrown in without 
much consideration, but mostly because 
they distract from the more important fact 


oo Mr. Laflamme is a Canadian foreign service 
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that in Japan, violence has always occu- 
pied a unique and peculiar space. 

Examples abound. Traditional kabuki 
plays can be surprisingly gory, albeit in a 
highly stylized manner. Some of the most 
popular 19th-century woodblock print 
artists—Kuniyoshi and Yoshitoshi come 
to mind—are well-known for their depic- 
tions of blood-thirsty brigands and vicious 
battle scenes. And nowadays, manga il- 
lustrators continue to draw from this rich 
pictorial tradition to produce works that, 
in some cases, more than a few Western 
mothers would find disturbing, but are 
nonetheless readily con- 
sumed by the masses. 

Why is this important? 
Because studying how vio- 
lence is seen and portrayed 
in Japan is necessary to 
understand that what real- 
ly matters in the end is not 
the violence itself, but the 
motivations behind it. Time 
and again, Japanese rebels 
have justified their reliance 
on brutal means by invok- 
ing the purity and sincerity 
of their intentions. This has 
not always allowed them to 
evade punishment, far from it, but in many 
cases, it did enable them to redeem them- 
selves in the popular mind—just think of 
the Tale of the 47 Ronin and the true story 
behind it. A more serious investigation of 
Japanese attitudes toward violence could 
have yielded some fascinating insights, but 
unfortunately, Ms. Siniawer barely skims 
the surface. 

Take, for example, the shishi, or men of 
high purpose, the first characters she in- 
troduces in her book—shishi was a general 
label, somewhat like “activist” or “lobby- 
ist” today. These were low-level samurai 
who, in the late 1850s and early 1860s, 
frustrated by the paralysis of the feudal 
government in its reaction to encroaching 
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Western powers, decided to take matters 
into their own hands. To move their agen- 
da forward, the shishi did not shrink from 
using violence and assassination, even 
when this strategy pitted them against 
the very state they had pledged to loyally 
serve. This was, of course, high treason, 
but their motive, i.e. to defend their home- 
land, was “pure” and thus, worthy of some 
respect if not forgiveness. 

Ms. Siniawer does point out that the 
actions of the shishi provided subsequent 
generations with “a model of violent rebel- 
lion against a seemingly delinquent state” 
and that the idealized im- 
age of “courageous, brave, 
= and heroic young men” that 
they presented was attrac- 
tive to many. But beyond 
quoting contemporary ed- 
itorials and newspaper ar- 
ticles, she never seriously 
explores how popular cul- 
ture absorbed and digest- 
ed the shishi myth or how 
it was recycled by future 
mutineers and fed into a 
vicious cycle of self-justi- 
fication. 

Needless to say, the 
means and purposes for which violence 
was used evolved in parallel with the Jap- 
anese polity itself. The influence of the shi- 
shias amovement waned quickly after the 
Meiji Restoration, but in the 1880s, their 
legacy was appropriated by the soshi, or 
manly warriors. Like their predecessors, 
the soshi did not form a cohesive group. 
Their initial and highly commendable aim 
was the expansion of popular rights and 
yet, by the end of the decade, they “had 
come to be known more for their rough- 
ness and violence than political ideology.” 
Many had morphed into mercenaries, of- 
fering their services to the highest bidder, 
always ready to disturb public gatherings 
or interrupt speeches. After parliamenta- 


ry elections were introduced in 1890, they 
were often seen manhandling voters near 
polling stations. 

By the mid-1920s however, with the 
expansion of the franchise, soshi and 
other troublemakers had become less 
useful at intimidating voters or political 
opponents—there were simply too many of 
them around. Over the years, many former 
soshi also moved overseas. Some ended 
up working with the Japanese military in 
Manchuria, while others developed links 
with local bandits in other places to create 
conditions that would facilitate the expan- 
sion of the Japanese Empire. 

That many politicians of this era had 
close ties to the underworld, that brawls 
were frequent in and out of the Diet, that 
political parties often made strategic use 
of violence specialists to promote their 
agendas, break strikes or oppose left-wing 
movements—all this Ms. Siniawer makes 
abundantly clear. In the end however, 
she fails to weave together the jumble of 
facts she mercilessly throws at her readers 
into a compelling and coherent narrative. 
Throughout, her prose is dry and disap- 
pointingly flat. Academics may find a few 
details of interest, but the curious, educat- 
ed reader will have no such luck. 


A PLACE WITHIN: 
REDISCOVERING INDIA 
by M.G. Vassanji 
Doubleday, 464 pages, $34.95 





Reviewed by BEN FRUMIN 


N 1994, M.G. Vassanji won the 
first-ever Giller Prize—which 
bills itself as “Canada’s premier 
prize for fiction”—for The Book of Secrets 
which, like many of Mr. Vassanji’s novels, 


explores the lives and histories of Indian 
immigrants in East Africa. Mr. Vassanji 
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won the Giller Prize again in 2003 for The 
In-Between World of Vikram Lall—once 
again about an Indian in East Africa—and 
was shortlisted for the award in 2007 (re- 
christened by this time as the Scotiabank 
Giller Prize) for The Assassin’s Song which, 
in a departure perhaps best cast as slight, 
focused on a Westernized Indian man’s re- 
turn to his ancestral homeland. 

In his recently published A Place With- 
in: Rediscovering India, Mr. Vassanji re- 
turns once again to this familiar territory, 
telling the story of an East African of In- 
dian descent who returns to the land of 
his kin. But unlike much of Mr. Vassanji’s 
earlier work, A Place Within will not win 
or even be nominated for any awards hon- 
oring Canada’s best fiction. That’s because 
A Place Within is true; its main character 
is Mr. Vassanji. 

Like many of the fictional Indo-Afri- 
can characters that populate his novels, 
Mr. Vassanji was not born in India. Nei- 
ther were his parents. It was his paternal 
great grandfather and, on Mr. Vassanji’s 
mother’s side, his grandparents who left 
India for Africa roughly a century ago. Mr. 
Vassanji, who now lives in Toronto, grew 
up in Dar es Salaam (today Tanzania’s 
largest city), where he thought of India as 
“the ancestral homeland, the village, if you 
will,” a place he characterized as “poor, 
backward, and laughable—the past.” Still, 
Mr. Vassanji had always intended to visit, 
though “the possibility receded in some 
back drawer of the mind.” It wasn’t un- 
til the early 1990s, when he published a 
novel in India and was soon invited to at- 
tend a conference there, that Mr. Vassanji 
embarked on a middle-age journey of dis- 
covery that would bring him back to India 
many times, from the southern backwa- 
ters of Kerala to the touristy Himalayan 
hill station of Dharamsala and many plac- 
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es in between. Mr. Vassanji’s travels in and 
ruminations about India would consume 
much of his life over the next decade anda 
half as he tried to answer a seemingly sim- 
ple question: “What was India to me?” 

Mr. Vassanji felt “an uncontrollable and 
perhaps vain desire to know and record 
who I am.” Origins and history “became 
an obsession, both a curse and a thrilling 
call.” The answers, he implies, were to be 
found in India. Of course, the number of 
“T-found-myself-in-India” memoirs has 
swelled in recent years, and though the 
catalogue has plenty of first-rate mem- 
bers (Gregory David 
Roberts’ Shantaram, 
for instance), it also in- 
cludes sappy, eye-roll- 
ing bestsellers (such as 
Elizabeth Gilbert’s Eat, 
Pray, Love). Mr. Vas- 
sanji’s addition is hard- 
ly the genre’s best, and 
stumbles often. Still, A 
Place Within is instructive and worth read- 
ing. Mr. Vassanji’s India is observed both 
wryly and lovingly, by a man at once in- 
sider and outsider, and the book does not 
shy from confronting many of India’s most 
troubling realities. 

Arriving in India for the first time in 
1993, Mr. Vassanji was desperate to experi- 
ence anything and everything, worried that 
“even in the distraction of a blink I might 
miss something profoundly significant.” 
Of course, he soon realized that he could 
not “go anxiously searching for it [India], 
seeking nuance under every stone and be- 
hind every wall.” In fact, like many first- 
time visitors with expectations of majesty 
and epiphany, Mr. Vassanji’s initial reac- 
tion to India was disappointment. Arriv- 
ing at 3 a.m. in New Delhi’s airport, he was 
“hit by an overwhelmingly wretched sense 
of the familiar. Long lines, people jumping 
queues, patient, bemused officials.” Soon 
enough though, Mr. Vassanji writes, India 


| Mr. Vassanji’s achieve- 


ments are undisputed, his 

talent exceptional. Too 
often, though, his memoir 
blots the view. 


“spoke to me; I found myself responding to 
it, it mattered to me. It was as ifa part of me 
which had lain dormant all the while had 
awakened and reclaimed me.” 

Sadly, such too-general teases are just 
about as close as the reader gets in A Place 
Within to understanding how exactly Mr. 
Vassanji and his inner life changed as he 
rediscovered India and, presumably, him- 
self. The reader joins him on vividly de- 
scribed multiday journeys on crowded 
trains and on compelling visits with astute 
professors, religious extremists, a cricket 
star, an aging, shirtless writer and agi- 
tated student radicals. 
But the truth of what 
Mr. Vassanji learns of 
himself through these 
experiences remains 
something of a mystery. 
Instead, A Place Within 

| ig strongest when Mr. 
| Vassanji turns his con- 
siderable talent outward 
to the idiosyncrasies of India: horn-honk- 
ing drivers (“this happy-fierce toot-toot 
gives him license, a right, and he uses it ef- 
fectively, though I wonder for how long”), 
street-wandering cows (“They belonged to 
no one, Krishan told me. They are simply 
tolerated”), young India’s obsession with 
America (“Cool India...is to some degree 
Mimic India”), jalebi desserts (‘dipped 
in syrup, rich yellow and dripping, sticky 
whorls of sweet”), Bollywood (“that exotic 
fairy-tale mirror of Indian society”), and 
too-common hovels (“dark gaping mouths 
housing extreme poverty”). It is as an ob- 
server of the world rather than himself that 
Mr. Vassanji seems most comfortable. 

Sometimes, however, Mr. Vassanji can- 
not help but involve himself. His initial ar- 
rival in India—in January 1993—coincided 
with violent religious riots that ripped 
Mumbai apart. Hundreds died, and India’s 
most populous city was infected with fa- 
naticism and fear. Sixteen years later, the 
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riots are widely considered one of modern 
India’s most consequential events. At first, 
Mr. Vassanji was able to keep Mumbai’s 
terror at arm’s length, felt only “dimly and 
distantly,” as he avoided visiting India’s 
suddenly afflicted financial capital. But 
soon enough, “the reality of the horrors of 
the ‘riots’ became impossible to ignore.” 
Mr. Vassanji spends much of A Place With- 
in exploring India’s “barbaric blight” of re- 
ligious intolerance-turned-violence, never 
quite able to feel at home in a place whose 
people seem too easily resigned to the sad 
reality of such conflict. It seems impos- 
sible to disown the “truly unfathomable” 
violence of these religious mobs, to select 
which India is his and which is not: “[D]o 
I simply shun, reject as not mine, what I 
cannot cope with, while accepting grate- 
fully what I can?” The implication is one 
cannot pick and choose. It is India in its 
entirety that one must embrace, or not. 

A Place Within is not only a person- 
al history. History in the broader sense, 
often unknown or underappreciated by 
most, is also something of an obsession of 
Mr. Vassanji’s, and he offers several gen- 
eral pronouncements on the past, many of 
which obfuscate more than they illumi- 
nate. History is “selective, discontinuous,” 
“addictive,” “fragmentary and disputed,” 
“dizzying” and “always relevant.” It makes 
us “ponder about our own humanity and 
times.” But in A Place Within, history 
tends, mostly, to be a tedious distraction. 
Mr. Vassanji regularly takes pages-long 
detours hundreds of years into the past in 
many heroically researched attempts to 
provide historical context for a building, 
person or community he visits. However, 
while the palace intrigues of 16th-centu- 
ry Mughal dynasties and the architectur- 
al preferences of British colonialists can 
sometimes make good reading, such sto- 
ries barely seem relevant to Mr. Vassanji’s 
quest to discover India and himself. This 
is illustrative of a larger problem with the 
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book. Too often and jarringly, it jolts from 
biography to dynastic history, from trav- 
elogue to philosophy, from moralistic tut- 
tutting to restaurant recommendations. In 
trying to do too many things, Mr. Vassanji 
does none as well as he could. It is diffi- 
cult to find the thread that runs through 
them all. 

Near the end of A Place Within, Mr. Vas- 
sanji describes a visit he made to Kanya 
Kumari, a town in the south Indian state of 
Tamil Nadu that sits at the tip of a triangle 
of land hanging out into the sea. On a near- 
by island, he finds a 133-foot statue of the 
“Tamil poet-guru Tiruvalluvar,” which 
took 500 sculptors nine years to complete. 
“It is undoubtedly a magnificent achieve- 
ment,” he writes, “though one wonders 
what the point of it is, here, blotting the 
view of the sea from the mainland.” One 
might say something similar of A Place 
Within. Mr. Vassanji’s achievements are 
undisputed, his talent exceptional. Too 
often, though, his memoir blots the view. 


POSTCARDS FROM TOMORROW 
SQUARE: REPORTS FROM CHINA 
by James Fallows 
Vintage, 288 pages, $14.95 
Sax: ae ae 


Reviewed by JACK PERKOWSKI 


HINA IS A popular topic these 
days, so any new book on the sub- 
ject is judged based on whether it 
has something different to say. James Fal- 
lows’ Postcards From Tomorrow Square 


passes this test with flying colors. Every- 
one, even the most experienced China 


tert 
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hand, will learn and gain new insights 
from reading it. 

Mr. Fallows is a national correspon- 
dent for the Atlantic Monthly who has 
been based in China since 2006. His book 
draws its name from Tomorrow Square, 
the futuristic building in Shanghai where 
he and his wife have been staying, and is 
a compilation of monthly articles on Chi- 
na that he has written for the magazine. 
Taken together, they provide interest- 
ing perspectives on a broad range of sub- 
jects—from outsourcing to reality shows 
in China—all in a high- 
ly readable format. 

In each article, Mr. 
Fallows delves into the 
subject matter at hand 
in sufficient depth to 
provide meaningful 
new information. For 
example, the chapter 
entitled “Macau’s Big 
Gamble” provides rich background on this 
former Portuguese colony and the busi- 
ness of gambling. It describes how the in- 
dustry generally works and the incredible 
development that is now taking place on 
the peninsula. As Macau opens to the out- 
side world and becomes an Asian gambling 
Mecca, it mixes Stanley Ho and other lo- 
cal players with Las Vegas moguls such as 
Steve Wynn and Sheldon Adelson. 

In comparing gambling practices in 
Macau to those in highly regulated venues 
like Las Vegas, Mr. Fallows raises relevant 
questions: “Which side will prevail in the 
battle for Macau? The shady system that 
has been the backbone of its economy and 
that local companies rely on? Or the inter- 
national standards that the Nevada Gam- 
ing Commission and the shareholders of 
the world are forcing on the likes of Wynn, 
Adelson and MGM Mirage?” His discus- 
sion of Macau and gambling also provides 
a unique angle from which to understand 
the “tensions between ‘Chinese values’ 
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[The Chinese are generally 


optimistic about what 
life may hold 20 years 
from now. Postcards 


begins to explain why. | 
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and the outside world” that are playing 
out as the country marches forward on its 
path of development. 

Another strong feature of Postcards is 
Mr. Fallows’ effort to examine the “other 
side of the coin” on matters that are typi- 
cally viewed only through the prism of 
Western observers. A case in point: China 
has been roundly criticized for the envi- 
ronmental damage caused by its rapid in- 
dustrialization. Fair enough, but rather 
than simply join the chorus of criticism, 
Mr. Fallows broadens the discussion. “Chi- 
na’s environmental sit- 
uation is disastrous. 
And it is improving,” 
he writes. “Everyone 
knows about the first 
part. The second part 
is important, too.” 

To make his point, 
Mr. Fallows describes 
in vivid detail Beijing’s 
efforts to improve air quality in advance 
of the 2008 Olympic Games. As the Games 
neared and concerns about the air height- 
ened, Mr. Fallows relates how the city gov- 
ernment was mocked in the foreign media 
for reporting an ever-improving count 
of “blue sky days” per month. But after 
spending a day with a group of more than 
20 physicists, atmospheric scientists and 
other researchers from the Chinese Acad- 
emy of Sciences in charge of measuring the 
real quality of the Beijing’s air, Mr. Fallows 
was “less ready to scoff.” In his words, “ev- 
erything about the people and the process 
seemed serious and scientific rather than 
political.” 

Among other steps being taken, he 
learned that the scientists had built 1,000 
foot-high towers around the city to measure 
pollutants at different altitudes, were using 
American-made spectrometers to measure 
ozone and nitrous oxide levels, and were 
comparing their results to a steady stream 
of data they received from geophysical sat- 
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ellites in the United States. His point: “Out- 
side recognition of where and why China 
has made progress increases the prospects 
that it will make further advances.” 

At atime when the entire world is fo- 
cused on energy efficiency and climate 
change, Mr. Fallows also describes how 
China’s entrepreneurs are developing 
creative solutions to the country’s envi- 
ronmental problems. He tells the story of 
Chinese tycoon Zhang Hue, who built the 
company Broad Air Conditioning into an 
industrial powerhouse by developing and 
promoting a form of air conditioning that 
uses less energy than conventional means. 
As Mr. Fallows is careful to note, Broad 
did not invent the technology, but rather 
took the risk of “investing heavily in an 
approach that companies in Japan, Korea, 
Europe and North America had looked at 
and neglected.” 

Innovation in China is also playing a 
role, according to Mr. Fallows. Tang Jin- 
quan, a Chinese engineer, found a way 
to “make the dirty, wasteful fast-grow- 
ing cement industry less environmentally 
destructive” by capturing the enormous 
amount of heat normally wasted in ce- 
ment-making and using it to run turbines 
that generate electricity, cutting the power 
needed to produce cement by 30%. 

Finally, the book benefits from the fact 
that Mr. Fallows spent time in Japan dur- 
ing the 1980s when Japan was “on its way 
up.” Japan’s experiences are often com- 
pared to those of China. However, Mr. Fal- 
lows has lived in both countries in similar 
periods of their development and is more 
qualified than most to explain where they 
are the same and, as importantly, where 
they are different. 

Because Postcards is a series of articles 
written on a number of disparate subjects, 
the author’s views on China are not devel- 
oped as methodically as they might be in 
a more conventional book, though this is a 
small price to pay for those who missed the 
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articles when they were first published in 
the Atlantic Monthly. 

With the global economy in disarray, 
and the tendency for many to blame oth- 
ers, including China, for their own misfor- 
tune, I found the healthy balance that Mr. 
Fallows brings to the table very refresh- 
ing. He understands that we are witness- 
ing the emergence of a new world order, 
and that China and the rest of the world 
need to make greater efforts to under- 
stand each other for this evolution to be 
as smooth as possible. 

Mr. Fallows sums up his attitude to- 
ward China in the final pages of the book: 
“Almost everything the outside world 
thinks is wrong with China is indeed a 
problem ... But China’s reality includes 
more than its defects. Most people are far 
better off than they were 20 years ago, and 
they are generally optimistic about what 
life holds 20 years from now.” Postcards 
begins to explain why. 


WHY THE DALAI LAMA MATTERS: 
HIS ACT OF TRUTH AS THE SOLUTION 
FOR CHINA, TIBET, AND THE WORLD 

by Robert Thurman 
Atria Books/Beyond Words, 
256 pages, $24 
Seats 


Reviewed by TSERING NAMGYAL 


HERE IS NO shortage of books on 
the Dalai Lama, as anyone who 
has gone to a local bookstore re- 
cently would testify. He is one of the most 
written about subjects in the world. Rob- 
ert Thurman notes in his book, Why the 


Dalai Lama Matters, that the Tibetan lead- 
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er has authored about 70 books himself. 
And this does not include those written in 
the Tibetan language. 

But what exactly is the Dalai Lama’s re- 
sponsibility in the world? Why should peo- 
ple listen to him? These are the questions 
that Mr. Thurman, a professor of Bud- 
dhism at Columbia University, attempts 
to answer in this book-length, biographi- 
cal essay on the Tibetan leader. 

The Dalai Lama had said that he has 
three major commitments. His first job is 
to promote human values, mainly kind- 
ness and compassion, and his second duty 
is to help foster interreli- 
gious harmony. Finally, his 
third work—as a temporal 
leader of Tibet—is to be the 
spokesperson of the Tibet- 
an people. 

The Tibetan leader has 
had tremendous success in 
the first two jobs. He has 
also, rather miraculously, 
kept the hopes of the Tibet- 
an people alive against great 
odds. Those who venture to 
Tibetan communities of In- 
dia and elsewhere will see 
that Tibetan culture contin- 
ues to thrive, in spite of its dislocation. 

Yet despite all these achievements, there 
is hardly a light at the end of the tunnel for 
Tibetans’ religious and political freedom 
within Tibet. Chinese leaders remain as 
unyielding to the Dalai Lama’s diplomat- 
ic overtures as they remain vocal in their 
criticism of him. Chinese government 
agencies continue to attack the Tibetan 
leader, with unfailing regularity, in the 
ready-made rhetoric of the Cultural Rev- 
olution. They call him a “lackey of Western 
imperialists,” “a splittist” and, lately, the 
“mastermind” of the pro-democracy riots 
that rocked Tibet last spring. 

However, as much as their cause is cel- 
ebrated in the West, these are not very 
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happy days for the otherwise cheerful 
Tibetans. The Dalai Lama will soon turn 
74, and he has been hospitalized at least 
twice in the past year—hundreds of gall- 
stones were removed during one visit to 
the hospital. He and his followers will 
commemorate their 50-year anniversary 
in exile this month. The gravity of the situ- 
ation is not lost on his followers, who de- 
cided last month to collectively forgo the 
Tibetan New Year celebration, both inside 
and outside Tibet. 

Mr. Thurman published his book to 
coincide with the 2008 Olympic Games 
in Beijing. As a result, the 
book often feels rushed and 
some of the suggestions are 
clearly outdated, including 
pleas for China to invite the 
Dalai Lama to the opening 
ceremony of the Olympics. 
Mr. Thurman believes that 
for China there is a lot to be 
gained from talking to ex- 
iled Tibetans, both morally 
and strategically, and ar- 
gues that in order for the 
world to usher in an era of 
peace and for China to be- 
come a respected power, 
the ancient Buddhist civilization of Tibet 
must be safeguarded. 

He proposes that President Hu Jintao 
take the following five steps: reinstate the 
Great Tibet Autonomous Religion, which 
will help reverse the flow of Chinese mi- 
grants into Tibet; establish a “One Coun- 
try, Two Systems” arrangement as its 
practiced in Hong Kong; reassign Chinese 
settlers and soldiers currently in Tibet; 
mend relations with the Dalai Lama; and 
prioritize environmental issues in Tibet. 

He also suggests that the Dalai Lama 
could reciprocate with five steps of his own: 
tour Tibet; reward the Chinese leadership 
and restore Tibetan culture; increase na- 
tional unity and spiritual well-being; urge 
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Tibetans to join with China; and become a 
goodwill ambassador for China. 

Skeptics may notice the highly ideal- 
istic nature of Mr. Thurman’s proposals, 
but the writer, like his fellow Tibetan Bud- 
dhists, is hoping for a 
miracle to happen. He 
believes that the Dalai 
Lama is not an obstacle 
toward a resolution of 
the Tibetan problem 
and that China has a 
lot to gain from talking 
to him. 

“There is areal need 
for China and the world to get along har- 
moniously,” Mr. Thurman writes. “In or- 
der to gain the world’s trust, China needs 
to have trustworthy deeds to point to, and 
the easiest and most trustworthy deed to 
point to would be its voluntary and en- 
lightened liberation of Tibet.” In so doing, 
China would befriend the Dalai Lama and 
also help China acquire Tibet through le- 
gitimate means by way of an internation- 
ally monitored vote. 

A well-known scholar of Buddhism 
and an outspoken activist for the Tibetan 
cause, Mr. Thurman is more than quali- 
fied to write this book. His knowledge of 
Buddhism comes in handy especially when 
juggling Tibetan Buddhist ideas and inter- 
preting their relevance to the present-day 
world. Mr. Thurman has also known the 
Dalai Lama for nearly four decades. It is 
thus no surprise that he is at his best when 
writing about his personal anecdotes of the 
Tibetan leader and how he has evolved over 
the years from a young exiled leader based 
in a small-town in India to an icon of peace 
and a household name around the world. 

To give readers a clear understanding 
of what makes the Dalai Lama so crucial 
to the world, Mr. Thurman analyzes and 
interprets the Dalai Lama’s Nobel Prize 
speeches, contents of his best-selling book, 
The Ethics of the New Millennium, and an 
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essay by the leader published in the Econo- 
mist in 2008. 

He also provides an explanation of the 
Tibetan leader’s various roles as a monk, 
teacher, “trans-religious prophet to the 
world” and leader ofthe 
Tibetan people, as well 
as his achievements in 
all those capacities. In 
recognition of his ef- 
forts, the Dalai Lama 
has received almost ev- 
ery major humanitari- 
an award in the world 
and, at the last count, 
43 honorary doctorates from the world’s 
top universities. 

Why the Dalai Lama Matters is over- 
all constructive in tone and Mr. Thurman 
is exuberantly hopeful. It is clear that he 
loves both Tibet and China, and calls for 
more innovative ways of solving the issue, 
as he is frustrated by people’s belief that 
Tibet is hopelessly doomed. 


MAKING MODERN MUSLIMS: 
THE POLITICS OF ISLAMIC 
EDUCATION IN SOUTHEAST ASIA 
Edited by Robert W. Hefner 
University of Hawaii Press, 
246 pages, $24 
Sa ema aed 


Reviewed by NASYA BAHFEN 


N NOVEMBER 2008, three In- 
donesian men who had been 

students of an Islamic boarding 
school were executed, having been con- 
victed for their roles in the bombings of 
nightclubs in Bali in October 2002. The 
executions were covered extensively by 
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domestic media—to the extent that their 
deaths were turned into a circus that fasci- 
nated, repulsed and polarized the country. 
On the role played by the media in draw- 
ing attention to the fate of the men (and 
possibly helping to create martyrs out of 
the men) Foreign Minister Hasan Wiraju- 
da said that while having so much public- 
ity surround three high-profile executions 
was undesirable, he was reluctant to clamp 
down on the operations of the press. “Per- 
haps that’s the cross we have to bear in an 
open and democratic Indo- 

nesia,” Mr. Wirajuda said. 

The nexus of civil society, 
cultural influence and reli- 
gious education in Indone- 
sia provides one of the cases 
explored in Making Mod- 
ern Muslims, a collection of 
works edited by Robert Hef- 
ner, professor of anthropol- 
ogy at Boston University. 
While the Bali bombings 
are the most well known 
case, the book makes the 
point that in several coun- 
tries throughout the region, 
former students of Muslim 
schools have turned to violent extrem- 
ism in support of Islam. In explaining the 
book’s raison d’étre, Mr. Hefner writes that 
in addition to Indonesia, Malaysia has also 
grappled with incidents of violence (an at- 
tack on its police in 2001) that were traced 
to suspects who had links to Islamic pri- 
vate schools, while three Southeast Asian 
countries with restive Muslim minorities 
(the Philippines, Thailand and Cambodia) 
have experienced violence in the last eight 
years that authorities blamed on the teach- 
ings of Muslim schools. 

Given the recent timeframe in which 
these cases occurred, and the apparent 
connection between each case and Mus- 
lim educational institutions, Mr. Hefner 
asks whether Islam in Southeast Asia— 










which Western scholars have traditional- 
ly spoken of and observed to be peaceful 
and inclusive—is turning to more radical 
teachings. 

However, Making Modern Muslims 
warns against the wholesale endorsement 
of claims that the 50,000 madrassas (day 
schools) and pondok pesantren (board- 
ing schools) found in these countries are 
now factories churning out militant war- 
riors of Islam in a scary, post-9/11 world. 
The works in this volume suggest that the 

moderation and plural- 
ization for which Islam in 
overn musums  SOUtheast Asia is known 
mie roLmes or have been very much pres- 
sows | entin Muslim schools, and 
are still present, as these 
schools have played an ac- 
tive part in the debates 
about where and how re- 
ligion fits into the kind of 
modern society that most 
countries in the region are 
aspiring to be. 

Mr. Hefner is explicit 
about what he sees as the 
need to view terror-related 
occurrences in the region 
from a prism other than that of Western 
security. Although he acknowledges the 
inevitable human tendency (particularly 
after a bombing or an attack) to fall back 
on security concerns as a way of analyz- 
ing what has happened, he believes that 
to focus purely on security compromises 
other viewpoints that take into account 
cultural concerns surrounding Islamic 
schooling—many of which are brought 
up by Muslims. The long-running debate 
in Indonesia between modernist and tra- 
ditional Muslims, and how the two per- 
spectives have shaped the development of 
various components of the Islamic school 
system, is one example. 

Accordingly, the essays in the book pro- 
vide very detailed historical background 
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and information on cultural and theological 
perspectives that may seem at first glance 
an unnecessary diversion to the reader who 
merely wants a no-holds-barred exposé of 
what Muslim schools are teaching their 
students. But this is not strictly a volume 
about Islamic educational institutions per 
se—rather, Mr. Hefner and his coresearch- 
ers and contributors attempt to map the in- 
fluences that have shaped the curriculum 
and ethos of Islamic schools in Indonesia 
and some of its Association of Southeast 
Asian Nations neighbors, in order to get 
a sense of the future path of these schools 
and their students. 

The individual historical context and 
circumstances of each country studied in 
the collection are related back to the issues 
faced by Islamic educators in that country. 
Indonesia’s swift and rocky path to democ- 
racy is intertwined with tension between 
different Muslims (and the schools they 
operate and run); Buddhist Thailand’s 
struggles with its southern Malay Muslim 
minority over issues of national identity 
and culture are talked about in light of the 
historically tenuous relationship between 
the pondok and Thai authorities; a discus- 
sion on the impact of the Khmer Rouge’s 
murderous regime on the Cham and Chvea 
Muslims gives insight into the main net- 
work of Islamic schools in Cambodia. 

The overriding theme of the volume is 
that Muslim schools are part of a dynam- 
ic and evolving group of societies in a re- 
gion which is hurtling toward modernity, 
and in the process of constructing (or re- 
constructing, as in the case of Cambodia) 
civil society. Islamic education is another 
building block—an area to be negotiated 
and, if necessary, redesigned. 
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THE GREAT GAMBLE: 
THE SOVIET WAR IN AFGHANISTAN 
by Gregory Feifer 
Harper, 336 pages, $27.99 
Ge 


Reviewed by ILAN CHESLEY 


HE RUSSIAN FILM “Ninth Com- 
pany” was released in 2005. It is 
the story of some good-old-boy 
Russians who are shipped out to Afghani- 
stan, where they are hazed by their seniors 
and drink too much, but in the end sacri- 
fice themselves for their homeland while 
the war in general goes terribly wrong. 
Anyone who has seen a Reagan-era Viet- 
nam movie such as “Platoon” will recog- 
nize all of the genre’s clichés in “Ninth 
Company,” which is based on a true story, 
but heavily fictionalized to bring out the 
full potential for Putin-style nationalist 
mythmaking. 

Russians never truly came to terms 
with the defeat they suffered in Afghan- 
istan, since the country that started the 
war—the Soviet Union—disappeared al- 
most as soon as the war ended. Veterans 
of the Soviet-Afghan War returned to a 
country transformed by the press and 
speech freedoms of glasnost and the eco- 
nomic collapse of perestroika. And only a 
few years after the withdrawal of Soviet 
troops from Afghanistan over the Friend- 
ship Bridge in 1988, the government of 
then President Boris Yeltsin found itself 
in a similarly brutal battle on its own ter- 
ritory, this time in Chechnya. 

For the afgantsy, as the Russian veter- 
ans of their war in Afghanistan are known, 
the rewriting of history in patriotic films 
is probably a cold comfort. Many brought 
back awful physical and psychic scars, and 
of those who came back unscathed many 
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were addicted to drugs. A few went on to 
become national leaders, like Aleksandr 
Rutskoi. A fighter pilot in Afghanistan, 
he became a member of the post-Soviet 
parliament, and in 1993 attempted a coup 
against the Yeltsin government. 

Gregory Feifer’s new book on the Sovi- 
et War traces the lives of several Russian 
participants, and a few Afghan politicians 
from the period as well. Some of the Rus- 
sians played roles in crucial battles, like 
Valery Vostrotin of the Ninth Company, 
which fought a bloody battle for Hill 3234 
near Khost while the 
rest of the Soviet Army 
was trying to withdraw. 
Mr. Feifer, a reporter 
for National Public Ra- 
dio, delicately captures 
the simultaneous bra- 
vado and desperation 
of these scrappy heroes 
for the fatherland. His 
history of the Soviet War is the most read- 
able and personally gripping of anything 
that has been published on it to date. 

Afghanistan marked the 20th anniver- 
sary of the Soviet withdrawal in Febru- 
ary. The punditry will certainly view this 
book as a potential source of superficial 
comparisons to the current state of affairs 
in South Asia. Mr. Feifer avoids that tack 
completely, choosing instead to narrate 
the Soviet war on its own terms. (The one 
exception is a brief comparison between 
the opacity of the Politburo’s nondecision 
to invade Afghanistan and the charge into 
Iraq by the administration of George W. 
Bush.) One immediately obvious differ- 
ence was the Soviet Army’s ability to staff 
its mission with large numbers of Central 
Asians, who actually spoke the languages 
of the country they were invading. 

Nor could the Soviet system be accused 
of not having enough institutional cultural 
knowledge: unlike America in the 1990s, 
universities in Russia invested heavily in 


| mr Feifer’s history of the 
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the study of Islamic cultures and history 
decades before the war had begun. St. Pe- 
tersburg remains today one of a very few 
places in the world to study Pashto formal- 
ly, while the United States, almost eight 
years into the post-9/11 period, is already 
looking to cut funding for Middle Eastern 
languages. 

Not that cultural knowledge had much 
to do with the Russian failure in Afghan- 
istan. Everyone, from the Soviet soldiers 
to the mujahideen, to President Mikhail 
Gorbachev himself, had long since seen 
through the hypocri- 
sy of the propaganda 
rhetoric. “Brotherhood 
of peoples” was so ob- 
viously a cover for a 
brutal geopolitical cal- 
culation that one has a 
hard time blaming the 
Russian soldiers who 
took the opportunity to 
sell guns to their own enemy to turn a bit 
ofa profit. 

The fighting spirit that would have been 
directed outward instead brought about a 
rigid hierarchy of violence among the Rus- 
sians themselves. Mr. Feifer details the 
phenomenon of dedovshchina, the ritual 
hazing and subjugation of junior soldiers. 
If leaving behind friends and family for a 
dubious mission was not enough to ruin a 
man’s morale, going without food or suf- 
fering a beating at the hands of one’s own 
compatriots must have been. 

The leading mujahideen groups wasted 
no time on hazing. Mr. Feifer writes that 
Ahmad Shah Massoud, the leader of the 
Panjshir Valley resistance, would take the 
time to explain his reasoning to fresh re- 
cruits if it meant a better fighting force. 
Massoud took care to work closely with 
his commanders on tactical minutiae and 
designed ingenious methods for luring the 
Soviets into the valley. He also deemed it 
expedient to call a truce with the Russians 
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and allow the other mujahideen factions to 
bear the brunt of the occupation. 

Like Massoud, Gulbuddin Hekmatyar 
also had a natural penchant for organiza- 
tion. He borrowed heavily from the Marx- 
ist revolutionary model and pragmatically 
transplanted it to his own conservative 
Islamist ideology. Hekmatyar had little 
need to compromise with the Soviets be- 
cause he had an almost unlimited source 
of funds in the Saudis and the U.S. 

Say what one will about Hekmatyar 
and Massoud (neither one a saint—there is 
simply not enough space here to enumer- 
ate their crimes against humanity), their 
organizational focus kept them both alive 
long enough to fight over the spoils after 
the Soviet retreat. Whereas the Soviets 
protected Kabul as a haven and showpiece 
for its socialist model, the mujahideen 
groups were the ones most responsible for 
the city’s current state of ruin. 

Reading a book about the Soviet-Af- 
ghan War from the Russian point of view 
makes it very easy to forget one important 
fact. It is true that Russia lost thousands of 
its soldiers in Afghanistan, far more than 
the present U.S.-NATO effort is on track to 
lose, even if it continues for another de- 
cade. But the generally accepted estimate 
for the number of Afghans who lost their 
lives, either during the Soviet occupa- 
tion or in the ensuing decade of chaos, is 
around a million. Mr. Feifer’s book hardly 
touches on the exile, familial separation, 
and massive death toll that the Soviet war 
brought upon the Afghan people. 
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SEX TRAFFICKING: INSIDE THE 
BUSINESS OF MODERN SLAVERY 
by Siddharth Kara 
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320 pages, $24.95 
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Reviewed by JANIS Foo 


UMAN TRAFFICKING AND other 
forms of slavery are thriving in 

the shadows. At the end of 2006 
there were as many as 28.4 million slaves 
who were sold by their parents, abducted 
or coerced into a life of forced labor, bonded 
labor or sexual servitude. And yet, main- 
ly due to its underground criminal nature, 
this violent exploitation remains ill-un- 
derstood by governments and is rarely ad- 
equately tackled. “What we know is the tip 
of the iceberg, but [we] have no assessment 
of the iceberg itself,” said Antonio Maria 
Costa, executive director of the United Na- 
tions Office on Drugs and Crime, in a recent 
interview with the BBC. 

Sex Trafficking is first-time author Sid- 
dharth Kara’s attempt to bring light to this 
thriving underworld. For close to a decade, 
this investment banker-cum-abolition- 
ist visited brothels, shelters and villages 
around the world, interviewing hundreds 
of trafficking victims, their families, law- 
enforcement officials and NGO workers. 

In Nepal, he meets Sushila, who was 
drugged and transported to Kamathipu- 
ra, Mumbai’s infamous red-light district, 
where for years she was starved, burned, 
beaten and forced to have sex with as many 
as 25 customers a day, before the Indian po- 
lice conducted a raid on her brothel. On the 
streets of Rome, he meets 17-year-old Ju- 
lia, who was trafficked from Romania at the 
age of 14 thinking that she would be work- 
ing for a restaurant. Pregnant and wear- 
ing only flimsy undergarments, each night 
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she walks the frigid streets while a pimp 
watches nearby. 

Sex Trafficking is certainly not the first 
book to bring attention to this horrifying 
and heartbreaking reality. Although Mr. 
Kara’s book elicits moral outrage, what 
sets it apart is the author’s decision to put 
forth a series of policy proposals based on 
his economic analysis of the business. “Un- 
derstanding the market forces that gave 
rise to the contemporary sex trafficking 
industry and the implications that these 
forces have for the industry’s trajectory re- 
veals the optimal interventions required 
to erode or abolish sex traf- 
ficking,” he writes. As such, | S 
the book is chock full of ta- 
bles and graphs that detail 
the intricacies—from price 
lists to balance sheets—of 
the global sex-slave trade, 
which, Mr. Kara concludes, 
has become big business. 

In 2006, the average net EY- 
profit margin of sex traf- 
ficking was 70%, while 
Google, General Electric 
and Exxon Mobil posted 
margins of 29%, 12.8% and 
10.8%, respectively. Even 
within the slave industry, which accord- 
ing to Mr. Kara brought in $152.3 billion 
in revenues in 2007, trafficked sex work- 
ers are by far the most lucrative slaves—al- 
though only 4.2% of the world’s slaves are 
trafficked sex slaves, they generate 39.1% 
of slaveholders’ profits. 

What makes this illicit business so im- 
mensely profitable, according to Mr. Kara, 
are the relatively low costs and risks in- 
volved with running it. The fixed cost of 
purchasing a slave, for instance, is on aver- 
age a mere $1,800, with some parents sell- 
ing their children to traders for as little as 
a few hundred dollars. 

Exacerbating the problem is the fallout 
from unregulated economic globalization, 
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which, Mr. Kara argues, has deepened ru- 
ral poverty, disenfranchised the poor, and 
produced a vast and vulnerable popula- 
tion that can be procured and transported 
more cheaply and easily than ever before. 
The rapid opening up of market economies 
following the fall of the Berlin Wall precipi- 
tated the macro movement of slaves from 
South Asia, East Asia and Eastern Europe 
to wealthier countries in the Middle East, 
Western Europe and North America, as 
well as to Asian city centers, he argues. In- 
deed, Mr. Kara rants on so furiously about 
the evils of “corporate-centered Ameri- 
can-style capitalism” and 
“extreme market-economy 
| eee Principles” that at times it’s 
hard to tell who he believes 
to be the bigger culprit—the 
slave trader or the IMF. 

Costs related to pen- 
alties for keeping slaves, 
meanwhile, have remained 
disproportionately low. In 
India, where a single sex 
slave can generate on av- 
erage $28,278 during her 
enslavement, the maxi- 
mum penalty related to sex 
slavery is only $2,222, and 
that’s assuming the slave owner is caught 
and convicted in the first place. 

Mr. Kara also argues that there is a clear 
price limit to what people will pay for sex— 
in other words, that the demand for sex is 
extremely elastic. The decreasing price of 
sex, which the use of slaves has allowed, 
has opened up the prostitution market to 
low-wage laborers who would not other- 
wise have the means to purchase sex. In 
a brothel in Kamathipura, he found that 
when the price of sex was increased even 
slightly, from $5.50 to $6, laborers who only 
had enough disposable income to purchase 
one sex act per month up to $5.50 were 
priced out of the market and aggregate de- 
mand dropped dramatically. 


This analysis ultimately indicates that 
the best way to combat sex trafficking would 
be to erode its profitability by increasing 
the cost of obtaining and exploiting sex 
slaves. To begin with, laws against human 
trafficking should be at least as aggressive 
as those for drug smuggling, he argues. In 
India, for instance, the financial penalty for 
drug trafficking is currently 100 times more 
severe than fines for trafficking sex slaves. 
To raise prosecution rates, Mr. Kara advo- 
cates the formation of a 
multinational tactical 
unit that would act as a 
special inspection force 
responsible for con- 
ducting raids and gath- 
ering evidence. He also 
calls on governments to 
achieve higher convic- 
tion rates by allowing 
cases to be fast-tracked in special traffick- 
ing courts, providing better witness protec- 
tion and addressing law-enforcement and 
judicial corruption. 

While Mr. Kara’s prescriptions seem 
fair—especially in a world where states 
spend billions each year on the war on 
drugs and nuclear-weapons inspection 
teams—they are not always realistic. 

One example would be his proposal to 
establish local “community vigilance com- 
mittees” that would gather information for 
a special police task force. “The moral rig- 
or of tens of thousands of committed citi- 
zens,” he writes, would “leave slave owners 
scrambling to stay in business.” But the 
world, as this book superbly documents, is 
an extraordinarily unethical place, where 
morality campaigns have had little impact 
on men determined to buy sex from a child, 
and where in some towns, hundreds of peo- 
ple—from tuk-tuk drivers to government of- 
ficials—receive regular kickbacks from the 
sex trade. Where these “tens of thousands” 
of good Samaritans would come from is in- 
deed hard to say. 
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At other times, Mr. Kara himself is con- 
flicted about the best way to fight slavery. 
After meeting a Thai slave named Sunee 
in a massage parlor in Los Angeles, he de- 
cides not to call a sex-trafficking hotline, 
knowing that her parents need the small 
scraps of money they receive from the 
brothel owner. He reflects: “It was not up 
to me to decide that Sunee’s life was more 
important than her father’s.” If this dedi- 
cated abolitionist is unwilling to report 
instances of slavery 
when he sees it, even in 
a country where the ju- 
dicial system is largely 
transparent and uncor- 
rupt, why would tens of 
thousands of others feel 
more inclined to do so? 
It’s here that Mr. Kara’s 
otherwise solid argu- 
ments become untethered. 

Despite these minor flaws, and his oc- 
casionally solipsistic narrative, Mr. Kara’s 
documentation of contemporary slavery is 
clear-eyed and commendable. Undoubted- 
ly, the statistical information he meticu- 
lously compiles will be invaluable to those 
working in this field. 

As the world falls deeper into econom- 
ic depression, it remains unclear whether 
the sex trafficking industry will expand 
or contract. In a recent announcement 
concerning the uNopc’s Global Report on 
Trafficking in Persons, Mr. Costa report- 
ed that the number of slaves will be likely 
to increase during this global econom- 
ic downturn. Mr. Kara’s analysis, which 
shows the correlation between global eco- 
nomic expansion and the ascent of human 
trafficking, might suggest otherwise. What 
is clear, however, is that even in times of 
economic crisis, governments should not 
relinquish efforts to combat modern slav- 
ery. This book serves as a stark reminder of 
the barbaric forms of exploitation that will 
persist if states fail to do their part. @! 
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BYE-BYE BORACAY 
by Robin Hemley 


T THE CATICLAN airport on our 
A way back from the island of Bo- 

racay in the Philippines, my six- 
year-old daughter Shoshie got nabbed 
with a small bag full of seashells. Most of 
them were little pieces of bleached coral, 
nothing anyone but a six-year-old would 
think worthy of picking up. The policeman 
who found the contraband was all smiles 
and apologetic, but something seemed to 
be going on in his eyes, suggesting that he 
was weighing options. “Where are you 
traveling?” he asked my wife, Margie. 

“Manila,” she said, and I thought, yes, 
good, that’s the right answer. We're not 
even taking the shells out of the country. 
If she had answered America, would that 
have been the wrong answer? What did 
it matter where we were traveling if we 
couldn’t bring shells from Boracay? 

“Tm sorry,” he said again. “Bawal (for- 
bidden).” But then he looked around. Other 
people were watching. He placed Shoshie’s 
seashells under the table. 

I want to bribe you, I thought, but didn’t 
voice. Not that I’d do it in front of Shoshie, 
but yeah, I would have given a lot for that 
bag. On the other hand, I applauded the ef- 
fort to protect Boracay for future genera- 
tions—it’s a slippery beach. Everyone has 
done such a great job of protecting Boracay 





Manannan Morte tte enti it herr Arrears Lren armana pipaa eine TP AARP a Hl eg Hee nee hint en A e annaa 


exo Mr. Hemley, currently based in Manila, is 
the author of numerous books, most recently 
“Do-Over!: In which a forty-eight-year-old fa- 
ther of three returns to kindergarten, summer 
camp, the prom, and other embarrassments,” 
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that it’s understandable why the line needs 
to be drawn with my daughter’s bag of bro- 
ken seashells. 

The problem with Boracay as with all 
beautiful places, is that everyone wants a 
seashell, and there aren’t so many left. 

For years, Boracay has been touted as 
one of the best beaches in the world. The 
New York Times recently named it one 
of the 44 places to go in 2009, “the new 
Phuket.” Something about that phrase 
doesn’t sit right, though truly, it does have 
an amazing beach, with the finest white 
sand I’ve ever seen, warm turquoise wa- 
ters, and a gently sloping beach, no sud- 
den drops. 

The tiny four-mile long island was 
discovered hundreds if not thousands of 
years ago by the Ati, a small group of in- 
digenous Negritos whom I’m wagering 
never thought of it as “the new Phuket.” 
The Japanese next discovered it, one of 
their “44 Places to Conquer in 1944,” and 
built a small airstrip on it. Discovered 
again by a Peace Corps volunteer in the 
1960s, this young woman relayed her dis- 
covery to my friend, Michael Parsons, an 
actor and amateur pilot who flew down 
the next weekend, landed on the Japanese 
airstrip, and two weeks later, decided to 
build a house on it, 

The latest discoverers of Boracay are 
the Siberians. Tall women who look like 
Paris Hilton knockoffs stroll “D’Mall” in 
the company of husbands and boyfriends 
and children, to the strains of every Bob 
Marley song ever recorded. Four years 
ago “D’Mall” was as laid back as its name 


suggests, a few boutique stores, a restau- 
rant or two. Now a kind of Ferris Wheel 
turns in its center, and it’s packed with 
expensive tourist shops, restaurants, and 
bars, including the Manila transplant, 
The Hobbit House, a folk-music bar that 
famously employs, “The Smallest Waiters 
in the World,” as their tee-shirts proclaim. 
Hookers, too, have discovered that Bora- 
cay is the new Thailand, and they vie for 
customers at night along the walkways, as 
do the men and women holding menus in 
front of restaurants, and the locals offer- 
ing to take you jet skiing, parasailing, ba- 
nana boating, snorkeling, 
wind surfing, diving and 
island hopping, as well 
as the children on the 
beach who, after build- 
ing a sand castle, tug at 
your arm, yelling “Dona- 
tion, Donation!!!” 

I couldn’t help feeling 
during my most recent 
visit a little sad that the lovely little island 
I had discovered in 1999 was no longer. A 
six-month moratorium on new building 
on Boracay simply delayed the inevitable 
a few months back, and now new resorts 
and hotels are rising unabated—the Shan- 
gri-la hotel will open this year with 219 
rooms, a 61,000 square-foot spa and its 
own private bay—in a country that makes 
the list of the most corrupt year after year, 
concern for the environment is brushed 
aside routinely by greed. 

Those who care and speak out are ig- 
nored or receive death threats, as architect 
Felino Palafox Jr. did when he withdrew 
from a $120 million casino-hotel proposed 
by a Korean company with the wonder- 
fully ironic name, Grand Utopia Inc. His 
offense? He reportedly refused a million- 
dollar bribe offered by corrupt officials of 
the Subic Bay Metropolitan Authority so 
he’d ignore the cutting of 320 trees in vir- 
gin forest. Right now, in the Cagayan Val- 
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ley, thousand-year-old Podocorpus trees 
are being dug up and illegally shipped to 
Taiwan and Hong Kong to grace the hous- 
es of rich businessmen. They're just going 
to waste in the forest anyway. 

Happily, the government of Gloria Ma- 
capagal Arroyo has fixed its own blind eye 
(but with laser precision and breathtak- 
ing creativity) on the seashell problem in 
Boracay. In 2006, someone in the govern- 
ment had the brilliant idea to declare Bora- 
cay “agrarian and forest land.” Never mind 
that it wasn’t and hadn’t been for years. 
There’s a scene in Woody Allen’s 1971 film 
“Bananas” in which 
a power-mad dicta- 
tor tells everyone 
that from now on all 
underwear will be 
worn on the outside 
of their clothing. This 
was the environmen- 
tal equivalent of the 
Underwear Edict. No 
one really has title to the land of Boracay, 
the argument goes, and it has never been 
reclassified as the new Phuket or the new 
anything else and so the government de- 
cided to give everything back to the Atiso 
that they could fish and hunt and farm on 
all the land once occupied by Ferris wheels 
and beach chairs with sunning Siberians. 

Well, not exactly. 

The government has assured resort 
owners that none of their resorts will be 
demolished. While I’m not clear how else 
to turn resorts into forest land and farms, 
I’m sure they'll find a way to compromise 
and make everyone happy, with a few hap- 
pier than others so that they can buy their 
own islands (there are more than 7,000 
others here!) and collect all the seashells 
they can carry. 

But I don’t want to be a KJ, a “killjoy” 
as my wife sometimes calls me. I could en- 
joy myself on Boracay. I was happy to be 
happy on the island, though it’s true that 
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high tide is much higher than it was only 
four years ago and there’s a lot of dog poop 
on the beach now, and I spent a lot of time 
over my four days on the island picking up 
shards of glass from broken beer bottles so 
none of my kids or anyone else would slice 
their feet open. 

I guess one of the remarkable things 
about humanity is that the status quo keeps 
changing. We can and do adapt to just about 
anything. My older daughters, Olivia and Is- 
abel, have never been to Boracay, and as its 
most recent discoverers, loved the place, es- 
pecially 14-year-old Isabel. She spent most 
of her days in the water or skim boarding. 
And even my 17-year-old Olivia, who claims 
she’s “not a beach person,” pronounced the 
beach “really beautiful.” 

And that was good enough for me. I 
wandered over one night to The Hobbit 
House, where I drank a couple of beers 
with the owner, Jim Turner, who had 
come to the Philippines in 1962 as a Peace 
Corps volunteer and never left. He told 
me “D’Mall” was suffering from the eco- 
nomic downturn, but as far as I could see 
it was filled with free-spending Siberians. 
“T should have opened the place down here 
10 years ago.” Jim, whom I’ve known for 
years, treated me to a Czech beer, and we 
chatted about all the changes the island 
has seen. 

Walking the beach alone on my way 
home from The Hobbit House, a mile or 
so back to our rental, I passed the hotels 
that specialize in beach weddings (we saw 
four weddings in two days), past the trans- 
gendered fire dancer, past The Grotto, a 
coral outcropping covered by water during 
high tide, where a steady stream of Sibe- 
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Another place to conquer: Tourists on the beach at Boracay island, 

the Philippines. 

rians snap photos during the day beside a 
cement statue of Mary, past the mansion of 
Freddy Elizalde who owns “D’Mall.” My 
beacon? A light in the distance, a restau- 
rant sign, Kasbah. 

But that night, I overshot it. The res- 
taurant was closed, its sign off. I looked 
up in the sky and saw a shooting star, the 
first I’d seen in years. For a minute, I for- 
got to wish, then remembered, wished, 
and changed my wish, which seemed im- 
mediately to cancel out the possibility of 
either wish coming true, according to the 
Rule Book of Shooting Stars. 

Essentially, like most humans, I’m 
greedy and dissatisfied and never know 
when to stop or what I truly want. I 
watched the space where the shooting star 
had been, hoping impossibly for another. 
In the distance, fireworks went off at a re- 
sort, leftover from New Years a couple of 
nights before. And beyond that, from some 
nightclub, two searchlights crisscrossing 
the sky as though looking for something 
special. W 
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The Bug That Ate the Ballot 


FIJIAN DEMOCRACY HAS long been under 
attack by low lifes of one sort or another, 
staging coups and attempted coups. Now 
a real insect is to blame. According to the 
Fiji Times, the government has 
had trouble filling the role of na- 
tional coordinator at the Super- 
visor of Elections because one 
of the applicants was bitten by a 
centipede, and others were de- 
layed by floods. One can’t help 
but suspect that there is a short- 
age of volunteers for the job for 
other reasons. 


Luk Yu Back on Form 


HONG KONG’S LUK YU Teahouse on Stan- 
ley Street is a Hong Kong institution that 
we’re happy to say is doing its part to keep 
up standards. 

The food and the building are good, but 
once upon a time it really excelled in one 
thing: rudeness. Then, sadly, new manage- 
ment came in and the waiters were sud- 
denly civil. Luk Yu lost its charm and TT 
stayed away. 

But it appears the old ways have been 
revived. Mrs. TT took a Chinese friend 
to the restaurant recently and got the 
cold shoulder of old. Moreover, the wait- 
er, believing his customers to be stupid 
mainland tourists, refused to serve them 
anything except an expensive set meal, 
claiming that the a la carte menu was un- 
available. After much protestation of local 
Hong Kong residency, it was discovered 
that menu items were indeed available and 
a pleasant Luk Yu experience was had by 
all. So put the Luk Yu back on your lists, 
fans of obnoxious Cantonese service! 
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Nissan Drives a Mile 
In an Old Man’s Shoes 


IN ORDER TO help its designers under- 
stand how to make their cars ergonomi- 
cally correct for the geriatric set, Nissan 
straps them into its 
proprietary “aging 
suit,” which allows 
them to experience 
_ what it’s like to be old. 
“Sure, it’s uncomfort- 
able,” says 39-year- 
old Naoki Yamamoto 
according to a press 
release, “but to really 
understand a problem 
you have to feel it in 
i your bones.” 
So we wonder what Nissan’s design 
wonks do to experience what it’s like to 
be American. Do they have a fat suit? 


Chiang Returns to the Mainland 


LI KA-SHING IS one of Beijing’s most trust- 
ed red capitalists. So what’s he doing dis- 
tributing the image of the 
Communist Party’s arch- 
enemy Chiang Kai-shek 
in Hong Kong? Over the 
Chinese New Year holi- 
day TT shopped at Mr. 
Li’s Fortress chain and received a lai see 
packet containing a chocolate NT$10 coin 
with the likeness of Generalissimo Chiang 
and the text “Seventy-fourth year of the 
Republic of China,” i.e. 1985. Perhaps this 
faux pas should simply be chalked up to 
the mutual love of money on both sides of 
the Taiwan Strait? 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www. feer.com/ tales. 
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naval friction between China 
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| DECADE AGO, KOREAN protesters attacked the International 
Monetary Fund by suggesting its initials stood for “I’m Fired”; 

= today Americans plaintively hoist “poor honest taxpayer” signs 
at Congressional hearings. Economic crises always beget political up- 
heaval. It hasn’t happened yet this time around in Asia, quite simply, 
because the origin of the current market turmoil is external. But blam- 
ing American bankers only works for so long. Ultimately the stress of 
rising unemployment and strained budgets will take their toll on po- 
litical stability. 

Hal Hill writes in this issue about the transformative effect of eco- 
nomic crisis on politics. When an economy is growing, the trickle-down 
effect tends to dampen dissatisfaction with the political elite’s rent- 
seeking behavior. There is also plenty of money to buy the acquiescence 
of disadvantaged groups. But when the economy shrinks, politics be- 
comes a zero-sum game, 

Economic hardship and loss of confidence in the ruling elites can also 
open the door to religious and ideological radicalism. Michael Wesley 
foresees turbulent times ahead for the region as it passes through a dif- 
ficult stage of development. 

Because the postwar governments that shaped the Asian landscape 
were mostly moderate secularists, and the U.S. has helped to keep the 
peace in Asia for the last half century, most observers tend to extrapo- 
late a continuation of this trend. But the history of the 20th century in 
Europe shows that without strong regional institutions, already rising 
religious and nationalist sentiment can derail peaceful development. 

Even if these larger risks do not come into play, there will still be 
huge social strains in the coming years. Janis Foo looks at the problem 
of human trafficking, which is still poorly understood. The 1997 Asian 
financial crisis suggests that stagnation drives desperate workers into 
the hands of slave traders. Only regional cooperation can tackle these 
truly horrific cases of exploitation. 

The key to Asia’s future is China, where despite the closure of thou- 
sands of export-oriented factories there is still confidence that the gov- 
ernment can keep the economy growing. Peter Treadway writes that the 
$486 billion stimulus package should help raise productivity. However, 
the even more massive expansion of bank credit will set back progress 
made so far in putting the banking system on a commercial footing. If 
wasteful state-directed investment backfires, the destabilizing effects 
will be felt throughout the region and the world. 
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LETTERS 





Responses to ‘Colombo’s Secret 
War on Terror’ by Angilee Shah 
(REVIEW, March 2009) 


IT IS VERY foolish and naive to assume 
that Sri Lanka will be once more “The 
Pearl of the Indian Ocean” after the LTTE 
is vanquished and Velupillai Prabhakaran 
is killed off. A utopian post-LTTE Sri Lan- 
ka is but a pleasant dream being woven by 
those who either want to justify venting 
their hatred on others. People are, as usu- 
al, gullible to swallow this magic potion 
in a fervor of patriotic nationalism. Unless 
and until the issues of racism, corruption 
and downright barbarism in the country 
are resolved, Sri Lanka will only move on 
to “Another Phase of an Unending War.” 
Certainly terrorism needs to be defeated, 
but this is not the way to set about it. 
Geeves 
vid FEER.com 


EXTREME SITUATIONS REQUIRE extreme 
measures and you need an extreme person- 
ality who will not flinch to carry out what is 
needed. Gotabaya Rajapaksa is one of these 
rare men. As a nation, we are proud of him 
and grateful to him. We will not bow down 
anymore to terrorism, in any shape or form. 
If you don’t like what is happening here, 
please line up at the nearest immigration 
office and leave Sri Lanka! 
Prasad 
vid FEER.com 
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THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author's full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


VERY WELL WRITTEN, balanced article! 
Thank you for writing about the “second 
front” where the Rajapaksa government 
is systematically eliminating anyone who 
questions its actions. The Sri Lanka gov- 
ernment is distorting the truth by calling it 
a “war on terror,” as well as terrorizing the 
Tamils and violently oppressing all forms 
of dissent or protest. 
Nathan Ranjan 
vid FEER.com 


THIS IS A load of distortions to deceive the 
reader. It says Gotabaya Rajapaksa was a 
retired major from the army. He was ac- 
tually a lieutenant-colonel at the time of 
retirement. If these two writers cannot get 
this simple fact correct, there is no need 
to dig further. The writers are simply part 
of the anti-Sri Lankan cabal of journal- 
ists, who are hell bent on pushing their 
own agenda. 
Jagath 
vid FEER.com 


INTERESTING ARTICLE, BUT not all en- 
tirely accurate. It is wrong to imply there 
is genocide in Sri Lanka. A large number 
of Tamils live, work and study harmoni- 
ously among Sinhalese in many parts of 
the country, including in Colombo, where 
many Tamils hold high positions in firms. 
However, it is true that there are attacks 
on individuals and media that are likely 
carried out by the armed forces. This is 
the distasteful side of a military getting so 
much power that it goes to their head. This 
is the activity that must stop if Sri Lanka is 
to achieve true peace. 
Wild Rajj 
vid FEER.com 


These and other free online articles 
are available at www.feer.com 
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In an interview on the turmoil in Tibet, Robert Barnett, director of the modern Tibetan stud- 
ies program at Columbia University, says China needs to “listen to its Tibetan citizens.” 
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| ASIA IN CRISIS | 


Political Realignment 


In Southeast Asia 


The short-term effects of the global financial crisis for Southeast 


Asia’s political economy are likely to be limited. The medium term 


could be more problematic, requiring leaders to lift their games. 


by Hal Hill 


“\“oanren_—_e 


OUTHEAST ASIA WAS at the 
epicenter of the last major 
Asian economic crisis in 
1997-98, which originated 
in Thailand and spread 
quickly to its neighbors. In Indonesia it re- 
sulted in the collapse of the seemingly im- 
pregnable Suharto regime, followed by a 
rapid and largely successful transition to 
democracy. Indirectly, the crisis resulted in 
the rise to power of Thaksin Shinawatra, 
and with it an entirely new era in Thai pol- 
itics. Malaysia too was shaken by these 
events following the infamous Anwar Ibra- 
him affair. The crisis also led to apparently 
permanently lower growth trajectories in 
three of the region’s larger economies—In- 
donesia, Malaysia and Thailand. A decade 
earlier, a similar set of events—a crisis over- 
turning a deeply entrenched authoritarian 
regime—occurred in the Philippines. 
What’s in store this time round? Will 
the global financial crisis permanently alter 
the region’s political economy and develop- 
ment dynamics? Does it signal the end of 
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the so-called East Asian model, or at least a 
substantial modification of it? And what 
about the Association of Southeast Asian 
Nations, or Asean? 

Three general points need to be empha- 
sized at the outset. First, Southeast Asia’s 
diversity defies generalizations. The 10 
countries differ greatly in their political 
constructs, economic structures, levels of 
development and institutions. What may 
hold for Singapore is unlikely to apply to 
Burma or Vietnam. Second, the origins of 
this crisis are completely different from 
those of 1997-98. The current crisis devel- 
oped in the asset markets and financial sec- 
tors of the advanced economies, principally 
the United States and the United Kingdom, 
against a backdrop of huge global imbal- 
ances. The Asian financial crisis originated 
in Southeast Asia, and was explained by a 
range of local and international factors. 


ao Mr. Hill is the H.W. Arndt professor of South- 
east Asian Economies at the Australian National 
University in Canberra. 
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Third, the literature on the analytical his- 
tory of crises and their ramifications is di- 
vided. One influential school sees them as 
an opportunity, in the Olsonian sense of 
pushing aside tired old regimes that have 
gone past their use-by date, or to prod tim- 
id, sclerotic governments into bolder re- 
forms. An alternative school highlights the 
fact that crises can disable governments 
and render them largely impotent, especial- 
ly if deep economic contractions are accom- 
panied by political turbulence and 
uncertainty. 

We are only just beginning to piece to- 
gether an accurate story of the impact of 
the global financial crisis thus far, owing to 
the absence of reliable, quick-release data 
for many countries, and to the uncertainty 
as to whether more financial time bombs 
will emerge in the U.S. and Europe. Also, 
some recently released data are difficult to 
interpret. For example, exports fell alarm- 
ingly in January 2009 (by about 35% on av- 
erage in the region, year on year). But this 
probably—hopefully—reflects a run-down 
in inventories around the world, rather 
than portending a trend indicator for the 
whole of 2009. 

The story is changing fast, and there 
are two conflicting forces at work in South- 
east Asia. The negative factors are the re- 
gion’s openness to trade, and hence its 
vulnerability to a sharp decline in global 
trade volumes, combined with the effect on 
the region’s generally underdeveloped fi- 
nancial markets of the “flight to safety” as 
capital flows to jurisdictions perceived to 
be better protected (a variant of Gordon 
Brown’s worrying “financial protectionism 
hypothesis”). The positive factor is that, as 
a result of the searing experience of 1997- 
98, governments and investors in South- 
east Asia have generally been prudent over 
the past decade. Countries have run cur- 
rent-account surpluses; fiscal deficits have 
generally been modest and adequately 
funded; banks have been conservative; ex- 


change rates are more flexible; and corpo- 
rations have by and large shunned 
high-leverage practices. Hence the direct 
ripple effects of the U.S. subprime crisis, 
through financial contagion to the region, 
have been quite limited. A few banks have 
run into difficulty, such as Bank Century 
in Indonesia, and others are precarious. 
But six months into the crisis, there has not 
yet been a financial collapse on the scale of 
the U.S. or the U.K. 

In the next few months, even though 
the crisis will inflict some economic dis- 
tress and social hardship, its effects on the 
region are likely to be contained. It is not 
easy to envisage major “transformative” 
effects. The domestic political dynamics 
that are in train in several countries are 
likely to dominate the local landscapes. In- 
donesia has its parliamentary and presi- 
dential elections from April to September 
(or July if President Susilo Bambang Yud- 
hoyono secures a majority in the first- 
round presidential elections). In Malaysia, 
the key issue is whether the transition 
from Abdullah Badawi to Najib Razak pro- 
ceeds smoothly, and whether Mr. Anwar’s 
attractive but shaky coalition can over- 
whelm United Malays National Organiza- 
tion’s 51-year grip on power. Thailand is 
governed by a weak, unwieldy coalition 
with a slim parliamentary majority. It is 
also locked in a political stalemate be- 
tween the “red” and “yellow” shirts and, 
if another general election were held, it is 
thought likely that it would again affirm 
majority support for a Thaksin proxy. In 
the Philippines, a general and presidential 
election is just over a year away, and the 
political discourse is now dominated by 
this event, together with the country’s 
seemingly unrivalled propensity to flag- 
ellate over political scandals large 
and small. The au- 
thoritarian states 
of Indochina 
are likely to 
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be immune from political pressures aris- 
ing out of the slowdown, even the nomi- 
nally democratic Cambodian regime. 
Moreover, their economies are still heav- 
ily agrarian, and therefore less affected by 
global currents, and all three have deliv- 
ered reasonably rapid economic develop- 
ment for more than a decade. 

So much for the short term. Unless the 
crisis is short-lived—and that appears to be 
increasingly unlikely—what of the chal- 
lenges for the region medium term and be- 
yond? At least four effects are likely to be 
evident. 


Greater Expectations 


FIRST, MORE WILL be expected of govern- 
ments in hard times. There will need to be 
better governance, a greater focus on tar- 
geted social-support programs and a per- 
ception that development delivers 
broad-based progress. In particular, that 
means worrying about the disaffected 
groups and regions outside capital city 
elites. This issue manifests itself in various 
forms throughout the region. For example, 
in Thailand, Mr. Thaksin’s genius was to 
exploit the grievances of the country’s vote- 
rich northeast and north regions. In Malay- 
sia, the poorer members of the Indian 
community feel left out, particularly those 
whose earnings have been depressed by the 
20% or so of the workforce who are recent, 
mainly low-skill immigrants. There are 
also complaints from members of the “non- 
connected” bumiputera community, who 
have benefited little from the 
38-year affirmative 
action program. 
In the Philip- 
pines, it is those 
in the by-passed 
regions, espe- 

cially in the ap- 
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of Mindanao. Rising dropout rates and low 
standards in the country’s public elemen- 
tary school system are also a major concern. 
In Cambodia, one has to worry about the 
dispossessed in the country’s apparently 
growing “land grab” problem, in addition 
to rapidly increasing inequality, particular- 
ly between Phnom Penh and much of the 
countryside. In Indonesia, unemployment 
is a very serious problem, particularly 
among the country’s moderately educated 
urban youth. The country’s lagging regions, 
mainly in the east, are also a worry. In Laos 
and Vietnam, the ethnic minorities in re- 
mote regions appear to have missed out on 
much of the benefits of growth. In Singa- 
pore, the plight of the less educated elderly 
citizens is of concern. 

The region’s development challenges 
are of course vastly more complex than 
this, but the above list is at least illustra- 
tive. In good times, with growth, these 
cracks can be papered over. For the techni- 
cally minded, the Gini ratio (the most com- 
monly used measure of inequality) may 
rise, as it has in much of the region, but 
growth has generally been sufficient to en- 
sure that the percentage of the population 
in poverty still falls. When growth disap- 
pears, and there is a zero-sum (or even 
negative-sum) game, distributional poli- 
tics becomes more important, and govern- 
ments are more likely to be judged harshly 
for their shortcomings. 

Are these crisis effects likely to lead to 
regime change, as in 1997-98? As noted, 
crises can have mixed effects. For regimes 
that have legitimacy and widespread 
support, are not 

seen as having 
A caused the prob- 
eS à lem, and which 
-~ manage or at 
least contain the 
effects, crises of- 
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times of great uncertainty, voters tend to 
be risk-averse, working on the “better the 
devil one knows” principle. The evidence 
of these four variables for Southeast Asia 
is so far inconclusive. I have not come 
across a single serious opinion piece in 
Southeast Asia blaming the current eco- 
nomic contraction on current govern- 
ments. Of course, there are mounting 
criticisms of how, and how quickly, gov- 
ernments are responding. At the very least, 
there need to be social-safety nets in place, 
however rudimentary, to cushion the in- 
creased social distress. Perhaps unexpect- 
edly, Indonesia has been one of the most 
effective in this respect, with its public- 
works programs, cheap rice, cash transfers 
and stay-in-school measures. 

Predicting regime change is an inher- 
ently hazardous exercise. The two in 
Southeast Asia that appear to be the most 
vulnerable currently are Malaysia and 
Thailand. Ironically, they are two of the 
region’s more prosperous countries with 
decades of development success since the 
1950s. They are also very different politi- 
cal regimes—one in continuous power for 
the country’s 51 years of independence and 
the other a shaky, nonelected coalition. 
Politically, both handled the 1997-98 crisis 
quite effectively, albeit in very different 
ways. But there is widespread disaffection 
in both countries, and so if the effects of 
the crisis are not managed adroitly—for 
example, if corporate bailouts dispropor- 
tionately favor cronies or social-safety net 
programs are mismanaged—their govern- 
ments could crumble. In both cases, more- 
over, there are opposition figures or 
movements in the wings, ready to seize 
power if the opportunity presents itself. 


Different Development Goals 


SECOND, WILL THE crisis lead to a major 
shift in Southeast Asia’s development strat- 
egies? There have been frequent assertions 


that the crisis marks the “end of the East 
Asian model,” that these economies need to 
be “rebalanced,” or that the export-orient- 
ed model will have to be jettisoned. The 
criticisms of the “Washington consensus”— 
whatever that now means—are mounting, 
and attitudes toward globalization are 
turning sharply negative. 

Is there any substance to these argu- 
ments? The issues are large and complex, 
and much of the populist rhetoric is vacu- 
ous and misleading. First, one would not 
want to discard a “model” that since the 
1950s has delivered the fastest recorded 
reductions in the incidence of poverty in 
human history. Second, the empirical evi- 
dence overwhelmingly shows that more 
open economies grow more quickly than 
inward-looking ones, except of course 
when the global economy itself is in crisis. 
Unless one wishes to adopt the extreme— 
though admittedly not completely implau- 
sible—view that the current crisis signals 
a long-term contraction in the global econ- 
omy, more open economies will continue 
to outperform in the longer run. Moreover, 
as recovery resumes, they will also bounce 
back more quickly from crises than less 
open economies. 

It is misleading to assert, as some now 
do, that proponents of liberal economic pol- 
icles maintain that openness automatically 
ensures rising prosperity. Colonies were 
mostly open, and that didn’t help them 
much. More generally, openness is of course 
a two-edged sword. Globalization quickly 
transmits “goods” as well as “bads.” The 
latter includes not only avian flu and nar- 
cotics, but also financial contagion. Gov- 
ernments need to manage globalization 
strategically, reaping the advantages while 
taking preventative action against the bads. 
Educational opportunities need to be wide- 
spread—a traditional East Asian strength— 
to ensure that the population can participate 
in the opportunities created by globaliza- 
tion. Risk-sharing institutions, private and 


Political Realignment in Southeast Asia 11 


public, have to be in place to cope with mar- 
ket volatility. In addition, some internation- 
al transactions, for example short-term 
capital flows, almost certainly require mon- 
itoring if not regulation. 

The current crisis has also resulted in 
the muddled use of terminology, in par- 
ticular concerning the use of the term “ex- 
port-oriented strategies.” If this simply 
means “openness,” that is minimal trade 
barriers, then there is no case for a change 
in direction. But if it connotes mercantil- 
ism, in the sense of a deliberate strategy to 
favor exports over imports as a means of 
accumulating international reserves, such 
a policy serves nobody’s interests—neither 
the international public good of an open 
and trusted global trading regime with 
manageable trade imbalances, nor the 
population at home denied consumption 
opportunities. One caveat has to be at- 
tached to the latter argument as it affects 
Southeast Asia. In the wake of the 1997-98 
crisis, countries rightly or wrongly saw re- 
serve accumulation as a means of insulat- 
ing themselves against another crisis 
precipitated by a sudden exodus of short- 
term capital. 

Southeast Asian leaders feel justifiably 
irritated with the current global order. A 
decade ago, they were lectured to by “Wash- 
ington” (both the U.S. administration and 
the international finance institutions head- 
quartered there) on the need for reform and 
better governance, and the triumph of the 
Anglo-Saxon variant of economic liberal- 
ism. Now the current crisis is emanating 
from these very countries which, moreover, 
have added insult to injury by protecting 

„their own financial sectors, with the resul- 
tant capital flows exacerbating financial 
fragility in emerging markets. The results 
have been costly for emerging markets in 
the region. Recently, for example, Indone- 
sia raised $3 billion at a historically high 
yield of 11.2% for its 10-year bonds and 
10.5% for its five-year bonds; this is equiva- 
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lent to about 600 basis points above U.S. 
Treasurys. Earlier, the Philippines was also 
forced to pay well above the Treasury rate 
when it raised a loan of $1.5 billion. 

Nevertheless, it is important not to 
throw the baby out with the bathwater. 
Trade and investment policies need to stay 
open, while thinking about new forms of 
financial regulation and prudential super- 
vision at home alongside a new internation- 
al regulatory order. Importantly, Southeast 
Asian countries have by and large not re- 
sorted to protectionism or beggar-thy- 
neighbor currency depreciations—although 
their leaders sent somewhat mixed signals 
on protectionist approaches at the annual 
Asean leaders’ summit in Hua Hin, Thai- 
land in early March, and the “Made in 
America” sentiments of the Obama admin- 
istration do resonate through much of the 
region. The lessons are therefore: stay open; 
manage globalization rather than hide from 
it; and encourage internationally coordi- 
nated efforts towards a fairer and better 
regulated global order. 


Asean’s Role 


THIRD, WHERE DOES Asean fit into this? A 
global crisis requires a coordinated global 
response. None of the Southeast Asian 
economies is in the big league, although 
collectively Asean is an influential region- 
al association, and Indonesia is a member 
of the G-20, which appears to be evolving 
as the key global decision-making group. 
As Asean approaches its 42nd birthday, 
it can take pride in its achievements as the 
most durable and influential grouping in 
the developing world. But this crisis is pos- 
ing a serious challenge to its credibility. 
One of the strengths of Asean has been its 
low-key, unthreatening approach to issues, 
and the harmony it has engendered in a 
historically turbulent region. But history 
has shown that Asean is not set up to han- 
dle major events such as the current crisis. 
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It was largely impotent during the eco- 
nomic crisis of 1997-98, as it has been dur- 
ing other significant stresses, from the 
birth of East Timor and Indonesia’s forest 
fires to the Rohingya issue. 

During the current crisis, Asean’s voice 
has by and large been notable for its silence. 
As in the last crisis, it was not in a position 
to provide intellectual or material leader- 
ship. Asean was a central player in the so- 
called Asian Monetary Fund and the Chiang 
Mai Initiative, both of which grew out of 
the events of 1997-98. But the former was 
still born and the latter has been essential- 
ly nonfunctional. More- 
over, significant standby 
support arrangements 
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crisis-resolution tasks. A more negative as- 
sessment is that it will fade into insignifi- 
cance—at least in so far as economic 
cooperation is concerned. 


China on the Rise 


FINALLY, IF, AS seems likely, China is able 
to maintain moderately strong economic 
growth through the crisis, and to desist 
from major competitive exchange-rate de- 
preciations (as it did in 1997-98, earning the 
region’s gratitude), the effect will be to 
change the regional, and possibly global, 
strategic architecture 
irrevocably. Unlike in 
1997-98, when there 
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ment Bank, Japan, the 

World Bank and Australia, even though 
Singapore and Malaysia have very large for- 
eign-exchange reserves. Additional bilat- 
eral swaps are being negotiated around the 
region, indicating that the technical, gover- 
nance and operational issues underpinning 
the cMI have still not been resolved. 

But perhaps more important, the re- 
gion’s leaders have not yet articulated a vi- 
sion of the way forward. As a group they 
could have attempted to use their welcome 
moderation on trade policy strategically, as 
a weapon to project a broader global agenda 
involving a coordinate response to the cri- 
sis. Whatever the dominant international 
forum—G-2, G-7 or G-20—a united voice on 
behalf of 550 million people, including 
some of the developing world’s great suc- 
cess stories, would not go unnoticed. 

It remains to be seen whether Asean as 
a regional institution will be permanently 
damaged by this inaction. A charitable view 
is that it was never set up for these complex 


hope for recovery, and 
the major economic locomotive. In the pro- 
cess, it is seen as an increasingly attractive 
development partner, over time supplant- 
ing Southeast Asia’s two traditionally dom- 
inant external powers, the U.S. and Japan, 
as the major trader, investor and aid donor. 
Intellectually, the prolonged Japanese re- 
cession from the early 1990s had a major 
effect on Southeast Asian thinking about 
the “Japanese model,” particularly the de- 
sirability of its industrial promotion and 
planning policies. The current crisis is lead- 
ing to a similar re-evaluation of the “U.S. 
model,” especially as it relates to lightly 
regulated financial markets. In both cases, 
the rethink has broader commercial diplo- 
macy and geostrategic implications. In the 
process, China’s “soft power” will be great- 
ly enhanced. Unless of course it misplays its 
hand through, for example, overbearing 
strategic interventions abroad or a failure 
to keep up with the revolution of rising ex- 
pectations at home. Li 
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Asia Enters 
An Era of Strife 


by Michael Wesley 





MID ALL THE current 
economic gloom, most 
commentators remain con- 
vinced that this will be 
Asia’s century. Magazines 
and book shelves still bulge with predic- 
tions of Asia’s “return” to a pre-eminent 
position in the global economy and world 
power rankings. 

Not so fast. The processes of rapid eco- 
nomic growth have unleashed social and 
political forces in Asia’s societies that 
could lead to serious conflict. If not prop- 
erly managed, this may be Asia’s century 
in a darker sense. Just as Europe’s conflicts 
afflicted and defined the 20th century, so 
Asia’s conflicts—within and between its 
states—may come to define this one. 

The people who fought or negotiated for 
the independence of Asia’s states faced 
three challenges. First, they had to forge 
unity from diversity. The land and people 
they were fighting to free were in most cas- 
es defined not by them but by their coloniz- 
ers, who more often than not grouped 
together different ethnicities, languages 
and religions, or arbitrarily divided ethnic, 
linguistic and religious communities. What 
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became Laos was the result of French im- 
perial administrative convenience; in the 
end, many more ethnic Lao became citizens 
of Thailand than of Laos. The people of 
northern Sumatra were divided by an An- 
glo-Dutch compact from their ethnic, reli- 
gious and linguistic kin across the Malacca 
Straits; the former were united as Indone- 
sians, while the latter became Malaysians. 
Second, the founding fathers had to craft 
meaning from circumstance. The uncom- 
fortable truth was that the new nations 
they had fought to free were continuations 
of former colonies in outline, administra- 
tive structure and composition. What be- 
came India in 1947 had never existed as a 
single entity prior to the completion of the 
raj across the subcontinent in the late 19th 
century. Third, the independence genera- 
tion had to conjure a sense of national 
pride. With a few exceptions, freedom 
came, as it had formerly been taken, as the 
result of circumstances and incentives 
fought over in Europe. For 200 years, his- 
tory was something that was done to Asian 
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societies, not something they made. New, 
viable nations faced the therapeutic chal- 
lenge of restoring initiative and dignity to 
peoples who had been derided by the racist 
categories of their colonizers. 

Across the region, nationalist move- 
ments struggled to respond to these di- 
lemmas. One solution was to make the 
new nation look like the resurrection of a 
civilization or empire that had existed be- 
fore the Europeans arrived. Korea, Indo- 
nesia, China, Cambodia, Vietnam and 
Burma all laid claim to be the descendants 
of glorious empires. 


Stress the Differences 


ANOTHER WAY OF making their state appear 
inevitable was to maximize its apparent 
differences with neighboring societies. In- 
ternal diversity could be masked by pro- 
moting a common language; borders that 
divided ethnic or religious groups could be 
more clearly drawn by changing the cultur- 
al practices on each side. Thailand’s sub- 
stantial border minorities, who overlapped 
linguistically and ethnically, were forced to 
learn Thai. Bhutan not only mandated the 
use of the majority Dzongkha language, but 
a “code of cultural correctness” and the 
wearing of traditional Bhutanese clothing 
on its large Nepalese minority. If borders 
coincided with ethnic, linguistic or reli- 
gious cleavages, they would appear natural 
and immutable. 

Asia’s new nations also had to gain their 
people’s loyalty. Nationalists across Asia 
had reacted to colonial domination and rac- 
ism by fostering beliefs that even if the Eu- 
ropeans were technologically more 
advanced, their own civilization was spiri- 
tually or culturally superior. As they strug- 
gled for independence, they used these 
cultural assertions to build mass support; 
as they gained statehood, they used what 
they defined as the cultural essence of their 
societies to define the institutions of state. 


Invariably, the challenge for each na- 
tionalist movement came down to its abil- 
ity to articulate a strong and distinctive 
identity that could compel the loyalty of the 
people and the respect of other states. In- 
variably, this meant building a distinctive 
national identity around the language, eth- 
nicity, or religion of the majority. Mon- 
archs, dictators and Maoists in Cambodia 
made use of the Khmer symbol of Angkor 
Wat as a central image of the nation. The 
major buildings and symbols of Malaysia 
have been designed around the traditional 
Malay cultural forms of an ethnic group 
that comprises just over half of the nation’s 
population. The cultural values of the ma- 
jority became a new national religion of lib- 
eration and distinctiveness, from Ghandi’s 
satyagraha to Kim II Sung’s juche. 

The passionate secularist ideals of na- 
tionalist leaders, such as Nehru and Sukar- 
no, had to yield to these imperatives. While 
minority rights were respected, the major- 
ity’s religious or ethnic values were incor- 
porated deeply into the definitions and 
justifications of the new state. The Indian 
state drew heavily on Hindu symbols, con- 
cepts and values; Singapore became ever 
more forthrightly a Chinese state; despite 
its commitment to Pancasila, Indonesia re- 
lied strongly on Muslim and Javanese cul- 
tural forms to forge its sense of self and its 
narrative of history. Sri Lanka proclaimed 
the “multireligious character” of its nation 
while the symbols of its Sinhalese majority 
were used to define the ethos of its state. 

In many states, the “core” ethnicity 
dominated state institutions: Malays in 
Malaysia; Tagalog in the Philippines; 
Khmer in Cambodia; Kinh in Vietnam. 
The very names adopted by some states 
advertised the identification of the state 
with a dominant group: Thais, Burmans, 
Lao, Malays, Bangla. In countries such as 
Malaysia and Indonesia, minorities could 
prosper, if only they didn’t try to use their 
wealth to gain political power. But too of- 
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ten, these deals were entered into—and 
benefited from—by minority elites, while 
the vast proportion of their ethnic kin re- 
mained poor and discriminated against. 
Sometimes, the state pumped resources 
and settlers from the majority group into 
restive minorities’ regions—such as Tibet 
and West Irian—in the belief that econom- 
ic development would trump their mar- 
ginalization by the dominant culture. 

These foundational compacts, used to 
define and justify Asia’s new nations, be- 
came the ideology of each country’s en- 
trenched elites, who came to see it as the 
only way of maintaining the unity of the 
state and negotiating its way in the interna- 
tional arena. In country after country, a sin- 
gle party or dynasty embodied the 
foundational compact, and dominated all 
politics for decades: Congress India, Ja- 
pan’s Liberal Democratic Party, the Peo- 
ple’s Action Party in Singapore, Indonesia’s 
Golkar, the Kuomintang in Taiwan—not to 
mention the communist parties in China, 
North Korea and Vietnam. They came to 
see themselves as the only viable custodi- 
ans of national unity and success. Remain- 
ing in power came to be seen as 
fundamentally in the national interest, and 
they stopped at nothing to stay in charge. 

These governments may have looked 
increasingly authoritarian and corrupt, 
but people were prepared to overlook these 
faults as they watched what was achieved. 
Gleaming skyscrapers, bullet trains and 
the astonishment of the rest of the world 
at Asia’s headlong development, crowded 
out concerns about what governments 
were doing to stay in power. 

Economic success created a new, larger 
middle class across Asia. With greater 
wealth came political consciousness and a 
demand for status. Many in the new middle 
classes, unsurprisingly, felt disenfranchised 
by the hammerlock on political power held 
by a single-party elite, and their extensive 
patronage networks into business and the 
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media. In some places, such as Korea, Thai- 
land and Indonesia, these sentiments trig- 
gered people-power protests that brought 
down tottering dictatorships. But in others, 
such as India and Sri Lanka, they gave rise 
to ethnic or religious chauvinism as a tactic 
that would allow the new middle classes to 
mobilize enough mass support to break the 
elite’s hold on power. 

An added source of volatility is the 
growing income disparities that have 
emerged in most of Asia’s economies over 
the past decade. Whereas in the 1980s and 
1990s, incomes rose in rough parity, the 
new economics of competition in the glob- 
al knowledge economy have fostered grow- 
ing inequalities within and between coun- 
tries. This has struck the middle classes 
hardest. Their standards of living are rising 
more slowly than at any time in a genera- 
tion, and their frustration and anger is a 
potent political resource. 

The tactic of the India’s BJP, or Malay- 
Sia’s PAS, or the Bangladesh Nationalist 
Party was to attack the modified secular- 
ism that was at the heart of the postcolo- 
nial elite’s ideology and claim to rule. They 
argued that the marginalization of religion 
threatens the basis of the nation’s moral 
community, and that politics divorced from 
religion has inevitably become venal and 
corrupt. Asian secularism is seen by its en- 
emies as an extension of Western imperial- 
ism; it is only by reasserting a society’s 
religious identity that the project of decol- 
onization will be completed. Their most ef- 
fective tactic was to direct popular anger 
at what they alleged were the privileges of 
minorities under the original secular com- 
pact. Almost to their surprise, they tapped 
into deep and politically potent wells ofre- 
sentment, whether directed at the educat- 
ed and well-connected, such as 
English-speaking Tamils in high office in 
Sri Lanka, or the impoverished and mar- 
ginalized, such as the Shia and Ahmadiyas 
in Pakistan. Many of these ethnic or reli- 
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gious chauvinist movements have seen 
their fortunes increase amid economic cri- 
ses and growing income inequalities. 
Under potent popular and electoral 
challenge, the single-party elites that dom- 
inated many Asian states since indepen- 
dence seemed to lose sight of their original 
ideals. The Congress Party in India began 
to dabble more in sectarian politics. Malay- 
sia’s UMNO moved to head off Pas by becom- 
ing more stridently Muslim and Malay. 
Even where governments weren’t faced 
with a populist opposition, many still re- 
sorted to promoting the ideals of the major- 
ity more assiduously as a way of shoring up 
their legitimacy. A Chinese state that once 
denounced Confucianism has rehabilitated 
the sage and identified ever more closely 
with Han Chinese history and traditions. 
An intensification of minority identity 
politics is also occurring. The most potent 
rises in minority identity and assertion are 
occurring among Muslims, Chinese and 
Indians. The major reason, of course, is the 
economic successes of their ancestral 
homelands: the oil-rich Arabian peninsula, 
and surging China and India. Now with the 
aura of material success and dynamism, 
each has assumed the role of a spiritual- 
civilizational, if not actual, homeland for 
its diasporas and co-religionists. The result 
has been a growing dissatisfaction among 
these minorities with their status. The 
foundation compacts guaranteeing free- 
dom of enterprise for political quiescence 
seem less appealing now as sluggish growth 
in Asia’s smaller economies is compared to 
China’s and India’s. Newly aware and ac- 
tive minority populations have begun to 
chafe at the compacts their elites agreed to 
and benefited from. The loud commitments 
to secularism appear increasingly hypo- 
critical to those who face discrimination 
and marginalization on a daily basis. The 
complex of minority politics is changing. 
What was once thought impossible is oc- 
curring, as Chinese Malaysians contem- 
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plate votes for PAS in some states. 

Caught between growing economic dis- 
parities, rising demands from the elector- 
ate, and growing ethnic and religious 
nationalism among both majority and mi- 
nority populations, the foundational com- 
pact of many of Asia’s states is in desperate 
trouble. Attacking from one side are those 
who argue that it does not go far enough in 
defining and running society on the ideals 
and values of the majority. Attacking from 
the other are newly assertive minorities 
who claim that for too long their identity 
has been marginalised and their interests 
discriminated against by the pseudosecu- 
larism of the original compact. In between, 
it appears that few in government have the 
talent to reconcile these demands. 


Courting Catastrophe 


TO ALLOW THE situation to drift is to court 
disaster. Rising conflict among the incom- 
patible demands of majorities and minori- 
ties will bring internal turmoil and 
undermine the economic future of the re- 
gion and its countries. Chauvinistic politics 
is not only internally threatening. A time- 
honored tactic of such politics is to try to 
seize the nationalist mantle by accusing the 
state of being insufficiently willing to assert 
“national” values against both internal and 
external enemies. There is much political 
mileage to be gained from advocating hard- 
line policies and accusing the government 
of betraying national interests. Such forces 
are now at work in India and Pakistan. 
How can Asian countries individually 
and collectively deal with this looming cri- 
sis? Unfortunately, the obvious solutions 
are not practical. Redrawing boundaries or 
relocating minorities offer the prospect of 
beginning an endless process of claim and 
counter-claim that could see a stable region 
unravel into chaos.'Hard experience shows 
that re-engineering populations and bound- 
aries often causes more conflict than it re- 
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solves. Neither do the several current 
proposals to forge an EU-style regional or- 
ganization offer much prospect of success. 
Achieving Europe’s current level of integra- 
tion and sovereignty transfer is unlikely to 
happen in Asia for several decades. And it 
is not even certain that regional institutions 
defuse internal conflicts; while “Europe” 
may have contributed to peace in Northern 
Ireland, it has made little impact on Basque 
disgruntlement. 

The solution must be a re-forging of the 
national compact across the states of East, 
Southeast and South Asia, based on the re- 
jection of ethnic, religious or linguistic 
identity as a motivating force in politics. 
There must be a renaissance of the secular 
compact in Asia’s states. The new secular- 
ism must be driven by three principles. 

First, it must be scrupulously protected 
from compromise by identity politics. The 
original reasons for mobilizing the symbols 
of national majorities—however surrepti- 
tiously—are less compelling now than they 
were half a century ago. Then, the need to 
forge distinctive national identities had 
arisen from uncertainties about the viabil- 
ity and legitimacy of the political units that 
remained after the colonial retreat. But 
now, after six decades of stability and suc- 
cess, these insecurities are less justified. 
And the humiliation of colonization will de- 
crease with each passing generation, taking 
with it the need to assert cultural or spiri- 
tual superiority. Second, Asia’s new secu- 
larism must be popularized and 
promulgated throughout Asia’s societies, 
rather than becoming again the ideology of 
elite dominance. Asia’s secularism will not 
be like Europe’s, where the official separa- 
tion of the state and religion has been ac- 
companied by a century-long decline in the 
public’s interest in religion. Instead, Asia’s 
secularism will need to be grafted onto so- 
cieties in which religion plays a central role 
in everyday life. But even a deeply religious 
society can come to accept at all levels that 
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the state must at no stage become the ve- 
hicle for advancing religious agendas, and 
must never be able to use ethnic, religious 
or linguistic symbolism in promoting its 
own agendas. To be effective, this agenda 
needs to be championed by that genuinely, 
deeply secular force, the media, and pro- 
moted through the public education sys- 
tem. Third, the integrity of Asia’s new 
secularism needs to be constantly guarded 
from the forces of opportunistic populism. 
The most potent drivers of contemporary 
identity politics in Asia are driven by con- 
temporary economic and technological 
events and a surge in political populism. 

A model for Asia’s new secularism is, 
perhaps improbably, the United States. 
There, despite the persistence of a deeply 
religious population, a profoundly ethni- 
cally-conscious social culture, and an in- 
creasingly diverse citizenry, an ever-more 
perfect form of secular state has been 
forged over the course of a tortuous and 
bloody history. Despite the vestiges of 
Christian symbols remaining in public cer- 
emonies, the concept of the separation of 
church and state is reinforced and vigilant- 
ly monitored by a majority American civic 
culture that has become increasingly blind 
to ethnic, linguistic or religious identity. 

Building a new secularism in Asia will 
not be easy. After Iraq and subprime, the 
U.S. is not exactly gold-plated as a source of 
advice and ideas these days. And Asia’s 
states seem to have their hands full han- 
dling current issues. What is required is a 
common realization in Asia that what seem 
to be singular problems in each country are 
to some extent parallel problems, stemming 
from a surge in chauvinistic identity poli- 
tics. Asia awaits the emergence of a genera- 
tion that is disgusted alike by the old politics 
of modified secularism and elite patronage, 
and the new politics of chauvinistic iden- 
tity, that will see the need for new secular 
compacts as the basis for taking command 
of Asia’s century. = 
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Human Costs of 
The Tumult 


by Janis Foo 





AST YEAR, A Cambodian 
trafficking broker con- 
vinced Chhon Khao to ille- 
gally work abroad. “He told 
me he could find me any job 
in Thailand,” says the 29-year-old, who 
comes from a farming family in Takeo 
province, two hours outside of Phnom 
Penh. Mr. Chhon crossed the border at Poi- 
pet where he was promised a wage of up to 
6,000 baht (about $170) per month to work 
on a Thai fishing boat. He never saw a pen- 
ny. After two men on the boat were shot and 
thrown overboard because they were too 
sick to work, Mr. Chhon and his fellow la- 
borers pleaded in vain with the Thai cap- 
tain to let them go back to shore. Starved, 
beaten, deprived of sleep and threatened 
with weapons for two months, Mr. Chhon 
finally managed to escape. 

Each year, around the world, an esti- 
mated one million men, women and chil- 
dren are trafficked and exploited as forced 
or bonded laborers in factories, fisheries, 
fields, streets and brothels as part of a 
business that is raking in more than $30 
billion in profits annually. Southeast Asia, 
where an estimated 250,000 to 400,000 





people are trafficked each year, is a major 
hub for this thriving underworld. 

As the global financial crisis begins to 
take hold in the region, experts predict a 
marked increase in human trafficking. 
Both the supply of desperate workers from 
source countries and the demand in desti- 
nation countries for cheap and easily ex- 
ploitable laborers are growing. These are 
the darker consequences of the global crisis 
that governments should not ignore. Fail- 
ure to address human trafficking now will 
ensure a worsening humanitarian crisis, 
which could negatively impact domestic se- 
curity and become an impediment to the 
region’s development in the long run. 

Human trafficking, as defined by the 
United Nations, is the recruitment, trans- 
fer or harboring of persons by means of co- 
ercion for the purpose of exploitation. 
Often, as in Mr. Chhon’s case, the initial 
migration is voluntary but based on false 
pretexts by brokers, recruiters or potential 
employers. Many times, the victim is un- 
aware of the situation that awaits him or 
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Outside of Siem Reap, Cambodia, these three former trafficking victims 
are now considering a return to Thailand. 


her in the destination country. Lisa Rende 
Taylor, chief technical advisor for the U.N. 
Inter-Agency Project on Human Traffick- 
ingin the Greater Mekong Sub-region 
(UNIAP) cites a 2008 study of Cambodians 
deported from Thailand, which shows that 
in 52% of the cases where Cambodians 
held jobs in construction or manufactur- 
ing, the worker ended up in an exploitative 
situation. Poverty, the lack of social-safety 
nets and gaps in economic wealth are 
among the many factors that drive work- 
ers from the poorer nations in the Mekong 
region to seek better opportunities in 
neighboring Thailand, which has an esti- 
mated 1.5 to 2.5 million illegal migrants 
living within its borders. The country’s per 
capita GDP is 12 times, seven times and 5.5 
times higher than that of Burma, Cambo- 
dia and Laos, respectively. Porous borders 
also make it especially easy for low-wage 
laborers to enter Thailand illegally. 


HE BIG QUESTION now is whether 
or not the economic downturn 
will make an existing human- 
rights crisis even worse. Some would ar- 
gue that shrinking demand for labor in 
certain sectors in destination countries 
will mean fewer opportunities for migrant 
workers. In other words, a shortage in jobs 
will alleviate levels of human trafficking. 
In Thailand, as a result of the current eco- 
nomic downturn, hundreds of factories 
and projects have closed, leaving thou- 
sands of workers—both Thai and non- 


T 





UNIAP 


Thai—without jobs. Unemployment is 
rising at a rate of about 100,000 workers a 
month, and may climb to 1.5 million by the 
end of the year. 

But these figures do not tell the whole 
story. Some of the demand-side alleviating 
forces are not as strong as they initially ap- 
pear. While demand for factory workers in 
certain sectors, such as manufacturing, 
may be on the decline, demand for labor in 
the dirtiest and most dangerous indus- 
tries—usually left to trafficked labor—may 
not shrink as quickly. “Most people come to 
Thailand to fill the jobs that Thai people 
don’t want to do, such as those in fisheries 
or rubber and orange plantations,” says 
Ratirose Supaporn, the information officer 
for Save the Children’s Regional Cross-bor- 
der Project Against Human Trafficking and 
Exploitation. The country’s fishery indus- 
try, the Nation newspaper reports, is cur- 
rently suffering from a 10,000-position 
labor shortage. “Thai people will be laid off, 
yes, but they will look for jobs that are [more 
suitable] for them,” says Ms. Supaporn. 

Moreover, the incentive for obtaining 
exploitable labor becomes greater during 
financially strenuous times. When there is 
a depreciation of income levels, consumers 
look for the lower-priced version of the 
same product. In an economic crisis, firms 
want “docile and cheap” labor, says David 
Feingold, a human-trafficking expert at 
UNESCO. And when the demand for this 
kind of labor increases, “there is a good 
chance there will be an increase in demand 
for trafficked labor.” 

At the same time, increasing unem- 
ployment and the sudden evaporation of 
basic wage income in source countries are 
creating a greater supply of workers ripe 
for exploitation. “The logic is quite 
straightforward,” says Matt Friedman, re- 
gional project manager at the UNIAP. “You 
have factories closing, you have people los- 
ing their jobs. If enough people lose their 
jobs then you all of a sudden have a pool of 
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people who are more desperate than they 
would ordinarily have been. That allows 
for brokers and traffickers to exploit 
them,” he says. 

Cambodia, for example, is expected to 
have the sharpest decline in growth in the 
East Asia region between 2007 and 2009, 
according to a report released by the World 
Bank in 2008. More recently, the bank re- 
vised down its 2009 app growth prediction 
for the country to minus 0.5% from 4.9%. 
This kind of contraction in a developing na- 
tion that had been growing at 13.5% in 
2005 will have devastating effects on the 
country’s working poor. The most vulner- 
able sectors are those that are highly de- 
pendent on exports and foreign direct 
investment. In the garment sector alone, 
more than 62,000 jobs were lost between 
April 2008 and October 2008, according to 
the Ministry of Commerce in Cambodia. 
Fallout from declining demand for exports 
is also impacting other sectors, such as 
construction, as local demand from ex- 
porting firms for the building of factories 
and offices declines. 

The situation has become dire for low- 
income Cambodian workers. Mr. Chhon 
has vowed never to return to Thailand, but 
he may be the exception. Even those who 
know the risks are now thinking about go- 
ing back. UNIAP recently followed up with 
three young men living outside of Siem 
Reap who had escaped from Thai fishing 
boats when some were still under the age 
of 18. Today, they break rocks to sell to con- 
struction sites near their home, and were 
making around $7.5 a week to support their 
families. But construction work on the 
roads outside of Siem Reap has dried up. 
And even though migration was disastrous 
the last time, they are contemplating giving 
it another shot because they don’t see any 
alternatives. “This is a dangerous thing,” 
says Ms. Supaporn of Save the Children, 
when you have “the risk of death but you 
have to take it because you don’t have any- 


thing to do at home.” 

These powerful supply-side forces, 
most experts believe, will ultimately exac- 
erbate levels of human trafficking. The 
most convincing evidence comes from the 
1997 Asian financial crisis, which also saw 
major job losses in the manufacturing, fi- 
nance and tourism sectors. Facing sudden 
poverty, many migrants at the time paid 
brokers to take them to work sites where 
they would work for a quarter of their nor- 
mal wages and often in poor health. Sid- 
dharth Kara, a board member of Free the 
Slaves, an NGO based in the United States, 
argues in his recent book, Sex Trafficking, 
that during that period, the sudden in- 
crease in rural poverty in the Mekong re- 
gion—a consequence, he says, of the 
International Monetary Fund’s interest- 
rate policies and cuts on social-welfare 
programs—led to a mass migration from 
the hills of rural Thailand, Burma, Laos 
and Cambodia into urban centers such as 
Chiang Mai and Bangkok. There, desper- 
ate migrants were exploited in factories, 
construction sites and brothels. 


States and Solutions 


THE CONSEQUENCES OF failing to address 
the human-trafficking crisis now are sig- 
nificant. If exploitation is allowed to 
flourish unchecked, organized crime 
groups may move in to control this busi- 
ness in the Mekong region—where, cur- 
rently, traffickers are often opportunistic 
individuals working in unstructured net- 
works. Without major deterrents, bud- 
ding criminal syndicates will “vertically 
integrate the entire process of acquisi- 
tion, movement and exploitation of slaves. 
Such activity with organized crime net- 
works is certainly more prevalent in Eu- 
rope, but as the response in Asia remains 
so anemic, their activity is increasing in 
the region,” says Mr. Kara. 

In the long-term, the region’s ability to 
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tackle human trafficking and other social 
injustices will determine the kind of image 
it projects to investors looking for a trans- 
parent labor system, not one overrun by 
criminal networks and corruption. 

Left unchecked, human trafficking 
could hinder overall development in the re- 
gion. The illegal human trade, which tends 
to prey on the poorer populations in the re- 
gion, destroys communities and weakens 
crucial human capital in developing areas 
already suffering from a dearth of sustained 
development, says Mr. Kara. This in turn 
further exacerbates poverty and erodes the 
value of broader antipoverty initiatives. 

As Southeast Asia scrambles to bring 
economic and political stability to the re- 
gion, a clear leader on countertrafficking 
efforts has yet to emerge. The most obvious 
candidate to take the lead on this issue in 
the Mekong region is Thailand. As a desti- 
nation country with better capacity and 
more available resources relative to its 
neighbors, Bangkok’s dedication to this 
campaign is imperative. NGOs and intergov- 
ernmental agencies (Gos) can only do so 
much in terms of advocacy and awareness- 
raising. But in the end, governments need 
to take responsibility because, at its core, 
human trafficking is a criminal activity. 

Yet here, as in other parts of the region, 
there is a yawning gap between what needs 
to be done and what is being carried out. 
True, the Thai government has made some 
progress on this issue in recent years. In 
2004, it along with five other countries in 
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the Greater Mekong Subregion signed a 
memorandum of understanding, drafted 
by a multinational task force, which estab- 
lished a shared work plan for countertraf- 
ficking efforts. And in the last year, 
Thailand has also revised its legal defini- 
tion of human trafficking to include men. 
But overall, Bangkok’s efforts to address 
this issue leave much to be desired. 

Despite changes in law, indifference or 
lack of understanding of those laws at the 
enforcement level have rendered them inef- 
fective. One of the many barriers is the lack 
of funding for proper training of police 
forces. Another is alleged corruption at all 
levels of law enforcement. Yet another is a 
system that discourages exploited workers 
to testify against their offenders. Witness- 
protection programs are weak and victims 
who do decide to testify in court are some- 
times kept in Thailand for months or even 
years. As a result, prosecution and convic- 
tion rates for traffickers have remained dis- 
mally low. For thousands of trafficking 
victims, Thailand only manages to convict 
a few dozen traffickers each year. 

Governments in the region need to be 
more proactive about figuring out where 
the worst exploitation is taking place and 
then going after those sites. “Then you’re 
addressing the root of what allows traf- 
ficking to have life,” says UNIAP’s Mr. 
Friedman. Yet in much of the world, the 
reaction to human trafficking is generally 
passive., with an emphasis on only ad- 
dressing the issue when a victim comes 
forward, he says. 

But at this point, chances that the Thai 
government will up enforcement measures 
or implement new intelligence projects are 
slim. Plagued with its own set of deep eco- 
nomic and political woes, Thailand’s coun- 
ter human trafficking initiatives have been 
put on the back-burner. “The current gov- 
ernment has two urgent priorities: making 
sure Thailand survives the financial crisis 
and securing political stability,” says 
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Patchareeboon Sakulpitakphon, a repre- 
sentative of End Child Prostitution, Child 
Pornography and Trafficking of Children 
for Sexual Purposes (ECPAT). 

This has had a significant impact on 
ECPAT’s ability to carry out initiatives. Be- 
fore the 2006 military coup, the organiza- 
tion had been collaborating with the 
Ministry of Tourism on creating a Nation- 
al Plan of Action to address the issue of 
child sex tourism. But the entire process 
stalled soon after the ouster of the Thaksin 
administration. “No government official 
wanted to do anything long term because 
they were unsure of the country’s political 
future,” says Ms. Patchareeboon. Now, 
concerned with protecting the tourism in- 
dustry during this economic crisis, the 
Ministry of Tourism has also been reluc- 
tant to restart the process, she says. 

In some areas, the current government 
under Prime Minister Abhisit Vejjajiva is 
going backwards on the issue. In recent 
months, changes in policy have made for- 
eign migrants even more vulnerable. In a 
bid to save Thai jobs, the government an- 
nounced in February its intention not to 
register any new, foreign migrant workers 
and to deport those who are working in 
Thailand illegally. Such policies could have 
an exacerbating effect on human traffick- 
ing, considering that the inability to access 
legal means of migration is one of the prob- 
lem’s root causes. 

Although the efforts of individual 
countries are important, escalating levels 
of human trafficking and other crossbor- 
der issues of economic migrants under- 
scores the region’s interconnectedness 
and suggests the need for concerted re- 
gional responses. The Association of 
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Southeast Asian Nations, or Asean, is per- 
haps best suited for helping with crossbor- 
der issues and policy decisions at a high 
level. The so-called Bali Process, which 
stemmed from a ministerial meeting in 
2002, was an attempt on the part of Asian 
nations to jump start cooperation on com- 
bating human trafficking through infor- 
mation sharing, border protection and a 
discussion of ways to tackle the root causes 
of illegal migration. Yet, critics claim that 
Asean, now approaching the 42nd anni- 
versary of its founding, has been ineffec- 
tive in addressing the illegal human trade 
and other human-rights abuses. 

This year, the treatment of the Rohing- 
ya boat people once again highlighted the 
need for a more serious consideration of the 
underlying causes of human trafficking and 
the factors that drive people to foreign 
shores, namely persecution and the lack of 
economic opportunities in origin countries. 
There is some hope, however, that Asean 
will be more proactive on human-rights is- 
sues in the future. The association’s 14th 
summit, which took place earlier this year, 
was its first under a new charter it adopted 
in December 2008 that stipulates the set- 
ting up of a human-rights body. 

But while Asean has started to recog- 
nize social concerns in the region, the road 
to achieving improved human rights is a 
long one. Countries in the region are cur- 
rently concentrating on tackling economic 
issues, but that does not mean they should 
forget about social ones. In the long run, 
only regional cooperation can tackle the 
kinds of horrific exploitation experienced 
by migrant workers like Chhon Khao and 
ensure that thousands or even millions 
more will not suffer the same fate. i 
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China Struggles 
To Keep Growing 


by Peter T. Treadway 





N MARCH 4 at the National 
People’s Congress Chinese 
Premier Wen Jiabao reiter- 
ated that China’s official 
fiscal stimulus plan, first 
announced in November, would remain at 
$486 billion. World stock markets, which 
had been prepped for an increase by some 
Western economists supposedly “in the 
know,” sold off in disappointment. The 
markets wanted more. In my view the dis- 
appointment was misplaced. Beijing’s ap- 
proach is far from perfect and has a serious 
flaw in the banking area. But compared to 
the ever-changing and class-warfare driv- 
en American stimulus plans, the Chinese 
approach seems to be a model of good sense. 
In the land of the blind, the one-eyed man 
is king. The perfect plan should never be 
the enemy of the good plan. 

Before we can judge whether the Chi- 
nese plan is a good plan, we have to make 
a judgment as to what a good stimulus re- 
ally looks like. Different economic philos- 
ophies yield completely opposite judgments 
about stimulus plans. The prevailing ideo- 
logical view in the world markets and in 
Washington and London is pure Keynes- 





ian. In the current environment that 
means opening the floodgates of fiscal and 
monetary expansion. Economic efficiency 
and moral hazard need not be concerns. 
Underutilized capital and labor resources 
mean that the chance of rekindling infla- 
tion is low. Fed Chairman Ben Bernanke 
famously said several years ago that it was 
okay to drop stimulus money from a heli- 
copter. On the fiscal side, government 
spending including transfer payments 
must be rushed into the deflationary gap 
left by a huge decline in consumer spend- 
ing. Get the government money into the 
hands of people who have a high marginal 
propensity to consume (MPC) on domestic 
products. That means poor people, as the 
rich presumably save too much. And may- 
be they buy too many Louis Vuitton bags 
and other imported luxury goods. 
Keynesian textbooks are replete with 
talk about fiscal multipliers. Thus, each 
additional yuan of government stimulus 
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will yield some multiple in national in- 
come. The increase in national income 
equals (one additional yuan of government 
spending)/ (1-mpc). Assume an MPC of 0.6, 
no spending leakage into imports, unused 
labor and capital and forgetting about tax- 
es, and you get a multiplier of 2.5. It all 
looks great in the textbooks and on the 
computer. But Chinese consumption is 
only 40% of GDP and maybe the Chinese 
MPC is less than 0.6. So the fiscal multi- 
plier for China might not be so high. 

The concept of a fiscal multiplier is not 
without its critics. David Ricardo argued 
two centuries ago that consumers may not 
increase their spending when they see gov- 
ernment debt rising to finance increased 
government spending and calculate that 
they will have to eventually pay for it any- 
way. Under what has come to be called Ri- 
cardian Equivalence, consumers are 
indifferent as to whether they are faced 
with increased taxes now or government 
borrowing now and increased taxes later. 
Give them government money and their 
MPC drops. There goes the multiplier. 

From the Keynesian perspective, some 
types of government spending are better 
than others. Infrastructure spending, 
which can take a while to plan and execute 
and, which, in the case of China would in- 
volve a high import component, is not a 
good candidate for a Keynesian stimulus 
program. Transfers to poor people would 
make more sense in the Keynesian frame- 
work. China has lots of poor people. Subsi- 
dies for bankrupt or near bankrupt large 
companies would also make sense since 
this presumably would preserve jobs. 

Based on what is often called neoclas- 
sical or free-market oriented economics, 
there are alternative viewpoints on stim- 
uli. Thomas Jefferson once said “The gov- 
ernment that governs best governs least.” 
The non-Keynesians might want to update 
this—“The government that stimulates 
best stimulates least.” Oddly enough, the 


normally interventionist, decidedly non- 
Jeffersonian European Union does not 
share the Anglo-Saxon unbridled enthusi- 
asm for Keynesian stimuli. 

The Austrian as well as the Monetarist 
schools would argue that bubbles have a 
monetary origin and result in a major mis- 
allocation of resources. From the Austrian 
perspective, the inevitable bust corrects 
this misallocation of resources and enables 
the economy to be put on sound footing to 
grow again. Government-stimulus efforts 
to delay or prevent this correction of re- 
source misallocation will only lengthen the 
bust period. Propping up inefficient bank- 
rupt companies in particular is a major mis- 
allocation of resources and a mistake. 

An Austrian interpretation of the cur- 
rent situation might be that a global bubble 
has built up over many years and has 
shown up as overinvestment in manufac- 
turing and export oriented capacity in 
China and an overinvestment in real estate 
and import-oriented consumer spending 
in the U.S. The bubble is now being un- 
wound. Two sides of the same coin. Gov- 
ernment stimulus programs that continue 
this overinvestment will only lengthen the 
adjustment process, i.e., lengthen the cur- 
rent global recession/depression. Running 
up huge deficits to finance government 
spending programs will crowd out pri- 
vate-sector borrowing. 

Anyone evaluating the Chinese or any 
other country’s stimulus plan should be- 
come aware of some interesting empirical 
work reported by economists Gonzalo Fer- 
nandez de Cordoba and Timothy J. Kehoe. 
Their paper, which appeared in a report 
from the Federal Reserve Bank of Minne- 
apolis, is based upon the work of a team of 
24 economists who have studied the great 
depressions that occurred in the 20th cen- 
tury including the U.S. in the 1930s and 
Japan in the 1990s. Messrs. Fernandez de 
Cordoba and Kehoe have concluded that 
“massive public interventions in the econ- 
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omy to maintain employment and invest- 
ment during a financial crisis can, if they 
distort incentives enough, lead (author’s 
italics) to a great depression.” They cite re- 
sults which show that “a large drop in pro- 
ductivity always plays a large role in 
accounting for the depression.” In other 
words, the government wasting money to 
replace private spending is a mistake. 
Building canals and bridges to nowhere, as 
Japan did in its “lost decade” of the post- 
bubble 1990s, does nothing for an econo- 
my’s productivity and therefore nothing 
for its economic recovery. They conclude 
that “we need to avoid implementing poli- 
cies that stifle productivity by providing 
bad incentives to the private sector ... Un- 
productive firms need to die. This is true 
for the automobile industry as it is for the 
banking system. Bailouts and other finan- 
cial efforts to keep unproductive firms in 
operation depress productivity.” 
Admitting to a decidedly non-Keynes- 
ian bias, in my view the Chinese stimulus, 
subject to one important reservation, 1s a 
better plan than America’s and that will 
enable China to recover faster than the 
other major world economies. The Chi- 
nese program, inasmuch as it is aimed at 
needed infrastructure improvements and 
although it may not have a dramatic effect 
in the short run, has a chance at being a net 
plus for productivity. And the mantra for 
China is still Deng Xiaoping’s “To be rich 
is glorious” rather than what appears to be 
the new American mantra, “To be rich is 
to be a source of funds for the taxman.” 
Business will want to invest in a country 
where the national policy is to embrace 
citizens who sincerely want to be rich. 
Let’s start with China’s $486 billion of- 
ficial fiscal stimulus. This would be rough- 
ly 15% of cpp and lead to a 3% budget deficit. 
But most analysts view the $486 billion as 
an inflated number. Many of the projects 
included in this number would have hap- 
pened anyway. If so that’s probably good. It 


means that the projects were already vet- 
ted and will be properly implemented. The 
bulk of the projected Chinese spending is 
apparently going to be spent on infrastruc- 
ture—roads, railways, airports, electricity 
and water-supply projects. China, like most 
of Asia ex-Japan, is short on basic infra- 
structure, the glittering lights and usually 
near empty Maglev train of Shanghai’s 
Pudong notwithstanding. The returns on 
infrastructure investment in China will be 
substantially higher than they would be in 
the U.S. or Japan. Chinese spending on in- 
frastructure will add to productivity and 
hence promote economic recovery and 
long-term economic growth. 

It’s reasonable to assume that the Chi- 
nese have concluded that they do not have 
the managerial or technical capacity to 
push infrastructure spending above the 
announced levels. If that’s the case, Pre- 
mier Wen’s resisting market and U.S. pres- 
sures to increase the size of the Chinese 
stimulus program makes sense. Haste 
makes waste. Both the Chinese president 
and premier spent the bulk of their careers 
in the impoverished Chinese hinterland. 
Men like these do not spend billions of dol- 
lars as casually as U.S. Treasury Secretary 
Tim Geithner. And, like the politicians in 
Brussels, they don’t take everything that 
Lord Keynes said as revealed truth. 

One thought here. Chinese infrastruc- 
ture projects as mentioned will have a high 
import component. Given the demise of the 
American consumer who has been the No.1 
Chinese customer, this will cut down or 
eliminate the Chinese trade surplus. Not to 
worry. China can finance the import com- 
ponent of its infrastructure project by sell- 
ing its American Treasurys. 

There are other expenditures outside 
the official stimulus program. Among these 
most prominent is the health-care pro- 
gram. An additional 850 billion yuan 
(around $125 billion) will be allocated in 
the next three years, including 331.8 billion 
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yuan from the central government, to en- 
sure smooth progress in the reform of Chi- 
na’s medical and health-care system. 
Economists of all stripes have noted that 
Chinese consumption must come up to off- 
set the decline in consumption by Western 
nations. Lack of health care has been cited 
as a reason for excessive savings on the part 
of the Chinese. Unfortunately, the health- 
care initiative, while probably a good idea, 
is not likely to affect 
savings rates much in 
the short term. 


Returns on infra- 
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In my opinion, capital lent for this latter 
purpose will not contribute to the econo- 
my’s growth in productivity or recovery 
and risks bring with it a new crisis in NPLs. 
Although it may produce some nice num- 
bers near term, a government directed 
bank-lending program which adds to the 
overcapacity in the industrial sector will 
retard China’s long-run recovery. And all 
the progress China has made in reforming 
its banking system will 
be put at risk. It’s the 
opposite side of the coin 
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maximum of 2.5%, Chi- 

na has not reached the panic level near- 
zero federal funds rate obtaining in the 
U.S. And so far no quantitative easing has 
been seen either. 

There is one big negative in the Chinese 
stimulus program. Chinese sobriety on the 
fiscal front is not being matched on the 
banking front. True the banking system is 
not the toxic asset black hole that the Amer- 
ican banking system has become. Reported 
nonperformers going into the crisis had 
been coming down since the bank reforms 
of 2003 and in recent years the government 
had taken special measures to cool down 
house-price speculation. But the big four 
Chinese banks are controlled and majority 
owned by the government. They have been 
given their marching orders to lend. And 
they have complied: In February 2009, total 
bank loans were up 24.17% year on year. No 
one knows where all this money is going. 
Some of it undoubtedly has flowed into the 
Shanghai A market which is up 26% since 
the beginning of the year. But unfortunate- 
ly it is also possible that a good portion of 
these loans are going to prop up less effi- 
cient state-owned enterprises. 


worked off and U.S. 
homebuyers are up to their eyeballs in debt. 
Both China and America have to avoid in- 
vesting in the bubble. Let the bust do its 
work. The massive closure of private facto- 
ries for export on the China coast, while 
tragic in human terms, is an essential part 
of the adjustment process. Some of these 
factories may reopen and produce for the 
domestic market. The export-to-the-U.S. 
model as a growth driver for China is dead. 
Capital should be flowing elsewhere. Over- 
capacity in basic industries like steel should 
be treated the same way. 

Projected Gpp growth for this year is 
8%. Recently some optimistic statements 
by PBOC Governor Zhou Xiaochuan re- 
garding the efficacy of the Chinese stimu- 
lus programs have appeared. In all 
countries investors expect politicians and 
central bankers to always take an optimis- 
tic view in public. The danger is that in 
China, where the state still has enormous 
control over the economy, misguided in- 
vestment decisions will be taken to make 
the optimistic official forecasts come true. 
China will pay for that in the long run if it 
happens. i | 
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Ozawa: Japan’s 
Least Bad Option? 


by Tobias Harris 


T A PARTY gathering in 
Sapporo in mid-March, 
candidates from the oppo- 
sition Democratic Party of 
Japan declared their in- 
tention to take power and forge an admin- 
istration committed to “Change.” Similarly, 
when Party President Ichiro Ozawa visited 
Yamagata, a rural prefecture in northern 
Japan, the message was “Change Yamaga- 
ta.” In the run up to the general election 
that must be held by September of this year, 
the pps is borrowing heavily from the 
Obama campaign. The party’s argument is 
simple: Japan, like the United States, needs 
regime change, and only the pps—and not 
the incumbent Liberal Democratic Party— 
can be the catalyst for change in Japan. 
There is little doubt that the Japanese 
public is deeply dissatisfied with the politi- 
cal status quo: a recent survey in the Ashai 
Shimbun daily, found that 60% of respon- 
dents were “greatly dissatisfied” with the 
political situation, while another 31% were 
somewhat dissatisfied. That is just the tip 
of the iceberg. Nearly 90% think that policy 
either is wholly or partially unreflective of 
the public’s wishes; more than three quar- 
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ters have little or no trust in Japan’s politi- 
cians. And yet the same poll found that the 
public is hesitant to embrace the pri as the 
herald of change. Nearly half of the respon- 
dents said they would prefer to see political 
realignment (a splitting of current parties 
and their restructuring into new parties) 
rather than a coalition or a ppJ-led govern- 
ment. The latter scenario garnered support 
from only 15% of respondents. Herein lies 
the ppu’s challenge. Before this year’s elec- 
tion, it needs to convince the Japanese peo- 
ple that it stands for genuine change and 
that itis not than just a pale copy of the LDP. 
It’s not going to be easy. 


An Undistinguished Party 


THE FAILURE OF the ppJ to differentiate 
itself from the Lop is perhaps the most per- 
sistent critique of the party. The indict- 
ment of Takanori Okubo, Mr. Ozawa’s 
policy secretary and accountant for his po- 


exs Mr. Harris is a doctoral candidate in politi- 
cal science at Mit. He is the author of Observ- 
ing Japan (www.observingjapan.com), a blog on 
Japanese politics. 


i tte ttl EE EP A tt RE RAE RIM MARR WE RULE I AAMAS WAY aa YEN NAEP aae FRAME RA RAS PAN peenaa re 
ee O O 


received illegal donations from Nishimat- 
su Construction, has provided more evi- 
dence for this charge. The scandal has 
reminded the public of the Mr. Ozawa’s 
roots as a protégé of former LDP leader and 
Prime Minister Kakuei Tanaka, architect 
of the construction state and master of 
backroom politics. However, it would be 
unfair to criticize the ppJ for its failure to 
differentiate itself from the Lpp on the ba- 
sis of the recent Okubo scandal. But there 
is more than a grain of truth to the argu- 
ment that there is little difference in the 
policy positions of the LDP and the DPJ. 

A main reason is that it is difficult for 
the pps to distance itself from the Lpp be- 
cause there is little room for differentiation 
on domestic policy. The agenda facing any 
Japanese government, Lpp-led or pps-led, 
will largely be the same. The government 
has to fix Japan’s parlous finances, a goal 
that is receding into the distance as Japan 
battles recession, but a necessary first step 
toward the government’s top priorities, 
building a more robust welfare state and 
bolstering the health and pensions system 
to cope with Japan’s aging populace. Other 
tasks that face any government, irrespec- 
tive of political affiliations include: reviving 
stagnant rural areas and implementing 
some form of decentralization; guiding the 
country through the painful (and overdue) 
structural transformation of its economy; 
replacing foreign demand with domestic 
demand; and developing leading edge in- 
dustries, while protecting laborers and 
small- and medium-sized businesses. The 
LDP and the pps may disagree on the best 
way to secure these goals, but the differ- 
ences are more of degree than of kind. 

There is a broad public consensus that 
the government must work to solve these 
problems. Despite rallying behind former 
Prime Minister Junichiro Koizumi in 2005, 
a mere four years later the public is sharply 
opposed to the “neoliberal” economic re- 
forms he advocated. The Asahi survey men- 
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tioned earlier found that respondents were 
overwhelmingly convinced that deregula- 
tion has gone too far and believed that the 
government’s emphasis should be on pro- 
tecting those harmed by economic compe- 
tition instead of ensuring economic 
openness. The neoliberal revolution in Jap- 
anese politics appears to have foundered on 
the rocks of this crisis, as the so-called An- 
glo-Saxon model— never wholly embraced 
by Japanese elites or the public—may have 
become irrevocably tarnished by the melt- 
down of the United States’ financial capital- 
ism. The result is that both the prJ and the 
LDP have fallen back on Japanese-style cap- 
italism while criticizing “market funda- 
mentalism.” 

At the DPJ convention in January, Mr. 
Ozawa contrasted his party’s desire for an 
economy “of human beings, by human be- 
ings and for human beings” with “a market 
economy of capital, by capital and for cap- 
ital.” Likewise, Prime Minister Taro Aso, 
in his policy address to the Diet later that 
month, spoke of an “about-face from the 
Koizumi structural reforms.” 

The Lpp and the ppg have been forced to 
differentiate themselves on the basis of for- 
eign and security policy. The ppJ’s leaders 
have been outspoken critics of the Lpp’s 
management of the U.S.-Japan alliance, ar- 
guing that the Lpp has been too subservient 
to Washington and not focused on Japan’s 
relationships with its neighbors, especially 
China. The LpP thinks that the pps would 
undermine the U.S.-Japan alliance and 
would place Japan’s security in the hands 
of the United Nations. Both parties have 
worked to exaggerate the differences be- 
tween them and caricature the other’s posi- 
tion. Most recently, the LDP leaped to exploit 
Mr. Ozawa’s off-the-cuff musings about one 
day reducing the U.S. military presence in 
Japan to the Seventh Fleet, with Japan’s 
Self-Defense Forces pickipgarp=the 
Mr. Ozawa’s remarks yerga tA 
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DPJ leader, Ichiro Ozawa, sheds tears but refuses to resign. His popu- 
larity ratings are now lower than those of Prime Minister Taro Aso. 


ing the prime minister, quickly cited it as 
evidence of the ppJ’s irresponsibility. 
Despite the Lpp’s efforts to paint Mr. 
Ozawa as reckless on foreign policy, the 
DPJ’s foreign policy critique is not radical: 
Mr. Ozawa and his fellow party leaders, as 
well as hawkish party members such as Sei- 
ji Maehara and Akihisa Nagashima, have 
stressed the importance of Tokyo being 
more independent of Washington, better 
able to defend its own interests and to say 
no to the U.S. when Japan’s interests di- 
verge. But they have not gone so far as to 
reject the alliance itself. Mr. Ozawa has 
criticized the Lpp for doing nothing to stop 
the U.S. shift on North Korea nuclear pro- 
gram and the fate of Japanese abductees. 
His comments on the reduction in Ameri- 
can forces in Japan stressed the importance 
of Japan’s bolstering its own capabilities. 
This is not the Cold War-era Socialist Party 
argument for “pacifism in one country.” 
But even on security policy the differ- 
ences between the parties may be more 
rhetorical than actual. The DPJ’s argument 
about subservience to the U.S. has lost some 
of its bite since Shinzo Abe resigned as 
prime minister in September 2007, as the 
LDP has tacked sharply to the center, aban- 
doning plans to overhaul Japan’s security 
policy making apparatus, dropping revision 
of the Constitution from the national agen- 
da and paying more heed to Japan’s rela- 








tions with Asian nations. Yet regardless of 
which party is more attuned to public at- 
titudes on national security, the low prior- 
ity assigned to national security by the 
public means that it is unlikely that the 
election will be decided on the basis of se- 
curity policy. 


A Question of Governance 


THE NEXT GENERAL election in Japan will 
be contested on the question of gover- 
nance. The DPJ will strive to make the case 
that the LDP has failed to listen to the pub- 
lic and is responsible for the current eco- 
nomic insecurity. The LDP will argue that 
the ppJ is too divided and too inexperi- 
enced to manage the government. 

The prJ is a survivor from the political 
turmoil of the 1990s, the product of merg- 
ers among microparties and defectors from 
larger parties. With each merger, the party 
moved closer to the center despite begin- 
ning life as a distinctly center-left party. As 
a result the DPJ appears to be a patchwork 
party, an unruly alliance of former social- 
ists, LDP rebels and veterans of Mr. Ozawa’s 
efforts to build a second major conserva- 
tive party to challenge the Lpp. But the 
ppJ’s disunity has been overstated—it is 
more united in terms of policy issues and 
discipline than its critics have acknowl- 
edged. The absence of serious ideological 
divisions on economic issues has served to 
ease one potential source of conflict within 
the party. One might question the econom- 
ic wisdom of the ppJ’s position, but there 
appears to be little disagreement within 
the party over the emphasis on social pro- 
tection over individual opportunity. 

On security policy the party appears to 
have forged a lowest-common-denomina- 
tor position that has kept the peace within 
the ppJ’s ranks. When Mr. Ozawa and his 
Liberal Party merged with the DPJ in 2003, 
he negotiated an informal agreement with 
Takahiro Yokomichi, the party’s foremost 
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ex-socialist, on the DPJ’s postmerger for- 
eign-policy stance. The terms called for 
support for a UN standing army, opposition 
to the dispatch of the JspF without UN ap- 
proval, and the preservation of Article 9 of 
the Constitution, which renounces the use 
of force and restricts Japan’s military capa- 
bilities. Even today this agreement appears 
to serve as the baseline for the pry’s foreign- 
and security-policy proposals, allowing 
some room for debate on specific issues 
such as participation by Japan in the mul- 
tinational campaign against piracy in the 
Gulf of Aden. 

In addition is Mr. Ozawa’s role in unit- 
ing the party since taking over as president 
in 2006. One reason for his success is his 
adept management of personnel. Mr. Oza- 
wa has tapped senior pPJ politicians who 
might otherwise challenge his leadership 
for positions either in the party’s executive 
or its shadow cabinet, and has worked 
alongside party founders Yukio Hatoyama 
and Naoto Kan in a ruling triumvirate. Mr. 
Maehara, often mentioned as a possible de- 
fector from the DPJ, is a party vice-presi- 
dent, as is Katsuya Okada, the man 
considered most likely to succeed Mr. Oza- 
wa as DPJ leader. 

Also, one party official with whom I 
talked spoke of Mr. Ozawa’s “authority,” his 
intangible ability to command the respect 
of members of his party, whatever they 
think of his ideas or methods. Arguably, Mr. 
Ozawa’s charisma helps explain why no one 
stepped forward to succeed him when he 
briefly resigned as party leader in Novem- 
ber 2007, why no one challenged him for 
the party leadership in the 2008 party elec- 
tion despite vocal discontent from DPJ re- 
formists, and why the party closed ranks 
around Mr. Ozawa when his secretary was 
arrested. Keirou Kitagami, a DPJ member of 
the House of Representatives, spoke of how 
Mr. Ozawa rejuvenated a party demoral- 
ized after Mr. Maehara’s brief and troubled 
tenure as president; he described the party 


as being energized under Mr. Ozawa’s lead- 
ership, with “everyone participating in par- 
ty discussions and debates.” Mr. Ozawa’s 
leadership has also benefited from the LDP’s 
mistakes since Mr. Koizumi left office in 
2006 as well as the force of the recent eco- 
nomic downturn. “The wind,” said Mr. 
Kitagami, “has been at the party’s back.” 
By skill, by luck, and by sheer force of 
character, Mr. Ozawa has secured his posi- 
tion as party leader and used his power to 
reposition the DPJ to compete in rural as 
well as urban districts, personally focusing 
his efforts on raising the party’s profile in 
rural areas and making the party’s mani- 
festo more appealing to rural voters. His 
rule has not been wholly unquestioned— 
some say he’s a “dictator”—but his control 
of the party is more complete than that of 
any LDP president, Mr. Koizumi included. 


Tackling the Bureaucrats 


MR. OZAWA’S LEADERSHIP will be no less 
critical should the pps form a government. 
The centerpiece of the ppy’s plan for gov- 
ernment is administrative reform: the par- 
ty’s rallying cry has been criticism of the 
partnership between the Lpp and the bu- 
reaucracy for wasting public money and for 
perverting public policy to private ends. 
While other policies technically rank high- 
er in the party’s manifesto, the DPJ clearly 
views administrative reform as being of 
the utmost importance. As Akira Nagatsu- 
ma, the DPJ member of the House of Rep- 
resentatives known as “Mr. Pensions” for 
his role in exposing the 2007 missing pen- 
sions scandal, told me, “as long as politi- 
cians do not truly control the bureaucracy, 
Japan is not truly a democracy.” 

The pps has an ambitious plan, which 
predates Mr. Ozawa’s leadership, for radi- 
cally transforming how the government 
works within its first year in power. The 
goal is to create a true Westminster politi- 
cal system modeled after the United King- 
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dom, in which both ruling party and 
bureaucracy are subordinate to prime 
minister and cabinet. Upon taking office, 
the party pledges to aggressively wield the 
cabinet’s right of appointment, which en- 
ables the government to make personnel 
decisions in cabinet ministries but which 
in practice has been exercised within the 
ministries by bureaucrats themselves. The 
ppy would likely ask for resignations from 
administrative vice-ministers and other 
senior officials of all ministries and agen- 
cies, replacing them with officials who 
have assented to the government’s policy 
program. 

It claims it would revise the seniority 
promotion system and expand the ranks of 
the cabinet’s policy staff with civilians and 
“reform bureaucrats.” The plan would ex- 
pand the number of political appointees at 
the subministerial level to 120 from 48, 
with political appointees overseeing minis- 
terial bureaus. And it would shift responsi- 
bility for determining ministry budget 
requests from the ministries to the cabinet 
and create a Cabinet Finance Bureau to 
oversee the compilation of the budget and 
tax reform. The pps hopes that breaking the 
power of the bureaucracy would enable Ja- 
pan’s government to cut wasteful spending, 
freeing funds for fixing the welfare state 
and other political priorities. 

No doubt, the pps will face serious chal- 
lenges if it forms a government. One prob- 
lem is that it is unclear where the pps will 
find the people to staff the empowered cab- 
inet and oversee the ministries. The party 
may be pinning its hopes on “reform bu- 
reaucrats” who simply do not exist. Kenji 
Tamura, another finance ministry official- 
turned-ppJ member of the House of Rep- 
resentatives, suggested that the media has 
exaggerated the idea of young, reform- 
minded bureaucrats who would work 
closely with the pps. As a result, he believes 
that the pps would likely be forced to back 
away from its harsh criticism of the bu- 
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reaucracy to work with senior officials. 
“Bureaucrat bashing” will simply not work, 
he explains. More significantly, success in 
government may dependent on Mr. Oza- 
wa’s becoming the prime minister: it 1s un- 
likely that any other pps politician would 
be able to command the respect of the par- 
ty while bargaining with or browbeating 
the bureaucracy into following the lead of 
the government. As Mr. Kitagami notes, 
the biggest problem in Japanese politics to- 
day is a lack of party discipline, and, in the 
ppJ, discipline “depends on Ozawa.” If we 
can’t control the party,” he mused, “how 
can we control the government?” 

This raises the obvious question of what 
will happen to the ppy when Mr. Ozawa 
eventually departs from politics, which 
many DPJ members fear could be sooner 
rather than later due to Mr. Ozawa’s health. 
Is there another leader capable of unifying 
the pps and leading the country? The an- 
swer to this question remains unclear, at 
least for the time being. 

Finally, given the breathtaking collapse 
of the Japanese economy, it is conceivable 
that the pps would have to put many of its 
plans on hold in order to combat the deep- 
ening recession. It would be politically dif- 
ficult—even for Mr. Ozawa—to wage war 
on the bureaucracy at the very moment 
that the public is looking to the govern- 
ment for an effective response to the eco- 
nomic crisis. 

Whether the pps will succeed where 
the Lpr has repeatedly failed remains to be 
seen, and the Japanese people are right to 
be skeptical. In normal times, it is unlikely 
that the prJ would be polling as strongly 
as itis. But these are not normal times. The 
DPJ’s successes surely depend in part on 
the Lpp’s mistakes and the Lpp’s persistent 
inability to fix the problems of greatest 
concern to the public. But given the his- 
toric crisis facing Japan, the ppJ—ready or 
not—may soon get its opportunity to bring 
its brand of change to Japan. L 
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China’s Drive for 
Energy Efficiency 


by Philip Andrews-Speed 
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N LATE JANUARY, Beijing 
announced that national 
energy intensity (the 
amount of energy used per 
dollar of Gpp) fell by an es- 
timated 4.2% in 2008. Though this estimate 
is only provisional, it shows that the gov- 
ernment’s energy efficiency drive is meet- 
ing with some success, for these latest 
figures follow a decline in energy intensity 
of 1.3% in 2006 and 3.7% in 2007. These 
modest signs of improvement in national 
energy intensity are important for China 
and the world. 

This campaign was not triggered by a 
concern for the environment or for global 
warming. Rather, the surge in economic 
growth starting in 2002 caused a sudden 
rise in energy intensity and an acceleration 
in the rate of growth of energy demand. 
The domestic energy industry was unable 
to keep up with this soaring demand. As a 
result, the lights were, literally, going out all 
over China, oil imports were soaring and 
gas stations were running out of fuel. 

In response, the government introduced 
a series of measures to save energy and to 
improve energy efficiency. The stated goal 





was to reduce national energy intensity by 
20% between 2006 and 2010. The gradual 
decline in energy intensity over the last 
three years raises three questions: what are 
the prospects for success over this five-year 
period, what are the constraints to sustain- 
ing this success in the longer term, and 
what are the implications of the recently 
announced economic stimulus package? A 
brief review of China’s successful energy 
efficiency policy during the 1980 and 1990s 
provides a useful starting point. 


Steps Forward, and Back 


THE MOST NOTABLE feature of the energy 
sector during the first 20 years of China’s 
economic reform was the consistency with 
which energy intensity declined. From 
1980-98, energy intensity fell to 40% of its 
1980 level, at an average rate of 5% per 
year. Basically there are three possible ex- 
planations for the decline, all of which were 
at work: changes in the structure of the 
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economy, enhanced efficiency of energy use 
within certain sectors, and improvements 
in the efficiency with which energy was 
supplied. Initially debate raged over wheth- 
er structural shifts and efficiency improve- 
ments accounted for the bulk of the 
improvement. 

A consensus has emerged from a num- 
ber of statistical studies that the steady de- 
cline of energy intensity during the 1980s 
and 1990s can be attributed mainly to effi- 
ciency and productivity changes within 
certain industries, and that these gains 
were achieved through technological im- 
provements, research and development, 
and innovation. In the 1990s efficiency im- 
provements were particularly marked in 
energy-intensive industries such as metal- 
lurgy, cement, paper, textiles, oil and coal 
processing, and electricity generation. 

Though efficiency gains within indus- 
tries were the main drivers for this decline 
of energy intensity, the changing mix of 
energy supply also made a contribution. 
Two trends were particularly important: 
the growing use of electricity in end-use 
and the reduction of the proportion of coal 
in the primary energy supply during the 
1990s, as industries and households 
switched to other fuels. 

The sustained improvement of energy 
efficiency within different sectors of the 
economy may be attributed to systematic 
policy measures launched in the 1980s to 
enhance energy efficiency and to the grad- 
ual marketization of the economy, especial- 
ly since 1993. In the early 1980s, the 
government established a suite of policy in- 
struments to encourage energy saving. In- 
dustry and most commodities were still 
largely subject to government planning and 
thus the government could use administra- 
tive instruments such as quotas and targets 
to great effect. Quotas for energy consump- 
tion were set for industries and for individ- 
ual plants, and the cost of energy which 
exceeded the quota was two to three times 


the basic price. The government established 
energy conservation technology centers 
throughout the country to provide infor- 
mation and training, and low interest loans 
and tax credits were available for invest- 
ment in energy conservation. As a result the 
level of investment in energy conservation 
rose rapidly from 1981-95. 

Over the same period, two parallel 
trends were occurring in the economy. 
Firstly, energy prices were rising for all fu- 
els, for the 1990s saw the government tak- 
ing several steps to adjust the mechanisms 
by which energy prices were set. Secondly, 
progressively larger sections of the econo- 
my were becoming subject to market forces 
as the private sector grew, the state sector 
was commercialized and prices for most 
commodities were liberalized. The combi- 
nation of higher prices, market forces and 
more diversified ownership of industry 
provided the ideal environment for innova- 
tion and for investment in research and de- 
velopment relating to energy efficiency. 

However, the national gains in energy 
efficiency made during the 1980s and 
1990s were reversed after 2002. From 
2002-05, a boom in economic growth led 
to a surge in heavy industry output. En- 
ergy intensity rose, the production and 
consumption of all forms of energy accel- 
erated, oil imports soared, and levels of 
emissions of both carbon and other pollut- 
ants increased. 

As in the earlier period, three sets of fac- 
tors can be identified as driving the trend. 
First, an expansion of the role of secondary 
industry clearly took place after a decline 
in the late 1990s, and this was focused on 
energy-intensive industries. The propor- 
tional increases in energy intensity were 
greater for coal and for electricity, which 
are the fuels of industry, than for oil, the 
fuel of transport. Total investment in fixed 
assets jumped to 47% of GDP from 36% over 
the period 2002-05. The output of key en- 
ergy-intensive products rose sharply, and 
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China became firmly established as the 
world’s largest producer of steel, cement, 
plate glass and aluminium. 

At the same time as these industrial de- 
velopments were pushing energy intensity 
upwards, technological advances appeared 
to have less impact in the other direction. 
Overall, at a national scale, the early years 
of the century were characterized by a 
slowdown or even a reversal in the rate of 
energy-related technological improve- 
ments. The overall level of investment in 
energy efficiency, as a proportion of total 
investment in energy, remained lower than 
at any time during the period 1981-1995. 

The third and final factor underpin- 
ning the increase in energy intensity was 
an increase in the proportion of coal in the 
energy mix at the expense of oil and hy- 
dro-electricity. This reversal of earlier 
trends resulted from the burst of construc- 
tion of new power plants, at a rate of up to 
100 gigawatts each year, of which some 
90% was coal-fired. 


The New Campaign 


BY 2001, THE era of energy surpluses in 
China had come to an end. Fuel shortages 
and blackouts had become widespread by 
the end of 2002, and were a serious threat 
to the economy. During 2004 government 
agencies and think tanks were engaged in 
a re-evaluation of China’s energy policy. 
The Development Research Centre of the 
State Council published the most authorita- 
tive report, identifying the following main 
priorities for China’s future energy policy: 


æ Placing greater emphasis on energy 
conservation and energy efficiency, 
especially in industry. 

æ Integrating environmental prior- 
ties into energy policy. 

æ Maintaining domestic primary 
energy resources as the main source 
of energy supply, but improving the 
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management of these resources. 

æ Enhancing the role of the market 
within the domestic energy sector. 

æ Increasing the use of hydro-electri 
ity, renewables, nuclear energy and 
natural gas, in order that reliance on 
coal may be reduced. 

æ Developing alternative transport 


fuels. 


* Constructing emergency oil storage. 


At the same time the National Devel- 
opment and Reform Commission issued 
their “Medium and Long Term Energy 
Conservation Plan,” which not only dem- 
onstrated that energy efficiency and con- 
servation did indeed lie at the heart of 
China’s new energy policy but also laid out 
specific targets and objectives and identi- 
fied the key steps to be taken. These pri- 
orities were further elaborated in the 
Five-Year Plan for 2006-2010, and work 
has been underway since 2006 to draft an 
Energy Law which will encapsulate the 
key aims and approaches to China’s new 
energy policy. 

The over-riding goal of the 2004 Me- 
dium and Long-Term Energy Conservation 
Plan was to reduce energy intensity by 20% 
between 2005 and 2010 an annual average 
of 3.6% per year, and to continue this de- 
cline at the same rate until 2020. Subse- 
quent documents have set targets for each 
province and for individual energy inten- 
sive industries as well providing proposals 
for technological, process or management 
improvements needed to achieve these tar- 
gets. A revised version of the 1997 Energy 
Conservation Law was approved in Octo- 
ber 2007. These measures were supple- 
mented by a national plan to address the 
challenges posed by climate change, issued 
in May 2007 in response to the growing in- 
ternational criticism of China’s rising lev- 
els of greenhouse gas emissions. Finally, all 
the key ideas relating to energy policy de- 
veloped over the previous few years were 
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encapsulated in a White Paper published in 
December 2007. 

Industry remains the key focus of en- 
ergy conservation efforts in China, for this 
is where substantial gains can be made in 
both the short and the long term. Of great- 
est importance is the program for 1,000 
enterprises. These companies together ac- 
count for about one-third of the total na- 
tional consumption of energy and nearly 
50% of industrial energy demand, and the 
aim of the program is to save 100 million 
tons of coal equivalent by 2010. 

A total of 1,008 enterprises were identi- 
fied and charged with setting up manage- 
ment groups, establishing targets for all 
units within the enterprise, establishing 
procedures for energy audits, drawing up 
energy saving plans, investing in energy 
saving technologies, and introducing in- 
ternal incentives to save energy. The pro- 
gramme allocates specific roles to different 
government departments. Local govern- 
ments are to monitor, guide and supervise 
the performance of these enterprises, the 
State Statistical Bureau is to collect and 
publish information on their Web site, and 
the State-owned Assets Supervision and 
Administration Commission is to use en- 
ergy saving as a measure of enterprise per- 
formance. Industry associations are also 
obliged to participate actively in the pro- 
gramme. 

Great effort has been expended on clos- 
ing down old, small-scale and inefficient 
plants, most notably in the power and steel 
industries. In the power sector the govern- 
ment aims to decommission 50 GW of coal- 
fired capacity and up to 10 ew of oil-fired 
capacity during the period 2006-10. By 
July 2008, 26 cw of coal-fired capacity had 
been closed. At the same time, the govern- 
ment has lowered the tariffs for power 
despatched from plants with capacities of 
less than 50 megawatts as well as from 
some plants in the 100-200 MW range. 

In the iron and steel sector, 10 local gov- 


ernments in major steel-producing areas 
have agreed to close small-scale rolling 
mills, blast furnaces, converters and elec- 
tric furnaces below a certain capacity, and 
to set new lower limits for the capacity of 
new plants. The same tactics are being fol- 
lowed in other energy-intensive industries 
such as aluminium, calcium carbide, coke, 
glass, paper making, and alcohol. 

The Energy Conservation Plan also 
identified a number of projects which 
should yield significant savings in the 
short and medium term, such as retrofit- 
ting industrial boilers, district co-genera- 
tion, and oil substitution in certain sectors. 
Aside from the industrial sector, the plan 
also identified the need to formulate a 
more coherent approach to transport pol- 
icy and to enforce standards in the con- 
struction industry. 

Included within the Energy Conserva- 
tion Plan is the recognition that its objec- 
tives are unlikely to be achieved unless 
the structure of the economy is reformed, 
and that a range of economic incentives 
would be needed to encourage energy ef- 
ficient behavior. In order to regain and 
centralize control over the energy sector 
and to provide for more coherent policy 
making, the government has been incre- 
mentally enhancing its institutional ca- 
pacity relating to the energy sector. Since 
the abolition of the Ministry of Energy in 
1993, responsibility for managing the en- 
ergy sector had been split between a num- 
ber of government agencies. This lack ofa 
central energy agency seriously under- 
mined the government’s ability to formu- 
late and implement energy policy. As a 
first step to rectifying this deficiency the 
Energy Bureau was created within the 
National Development and Reform Com- 
mission in March 2003. This brought to- 
gether many, but not all, of the energy 
functions which had been scattered across 
the previous State Development Planning 
Commission and State Economic and 
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A computer-generated image released March 5, 2008, shows China’s 
first inland nuclear plant which is planned for Xianning, Hubei province. 


Trade Commission. The functions of the 
Energy Bureau included formulating pol- 
icy and drawing up plans for sector re- 
form, as well as routine oversight of the 
country’s energy sector. 

It soon became clear that this small bu- 
reau with a staff of less than 30 could not 
possible fulfil its mandate. Two years later, 
in 2005, the government set up an Energy 
Leading Group within the State Council to 
set strategic directions and to improve pol- 
icy coordination. They were supported by 
another new agency, the State Energy Of- 
fice, which was staffed by government of- 
ficials and technical specialists. As part of 
a further reform in 2008, a National Energy 
Commission was created at State Council 
level, taking the place of the Energy Lead- 
ing Group. Within the NDRC, the Energy 
Bureau was elevated to become the Nation- 
al Energy Agency, absorbing the short-lived 
State Energy Office and reporting to the 
National Energy Commission. 

This range of steps taken by the gov- 
ernment quickly yielded results. Though 
energy intensity rose by 0.8% in first half 
of 2006, it fell 1.23% for the whole year as 
the new policies started to be implement- 
ed. In 2007 the decline was initially re- 
ported to be 3.3% and later revised upward 
to 3.7%. Initial statistics for 2008 indicate 
a further decline of 4.2%, taking the total 
decline over the three years to more than 
9% and leaving a further 10% or more over 
the two years 2009 and 2010 in order to 
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meet the 20% target. 

The primary reason behind the success 
to date of the program would appear be the 
government’s decision to focus its efforts 
on those sectors which could yield the 
greatest short-term results, such as heavy 
industry, and to apply those instruments 
which are likely to be most effective, in this 
case old-fashioned command-and-control 
targets and penalties. Despite its relative 
lack of authority at local level, the central 
government retains the capacity to imple- 
ment short-term “campaigns” with specific 
targets and timescales. At the same time, 
steps have been taken with respect to draft- 
ing regulations, setting technical standards, 
carrying out audits, establishing voluntary 
agreements, building government capacity 
and providing information and training. 

The government may achieve or at least 
come close to achieving its stated goal of 
reducing energy intensity by 20% in 2010, 
but its ability to maintain this progress 
over the subsequent decade faces a num- 
ber of constraints. The first is the apparent 
continued unwillingness on the part of the 
government to use economic and financial 
instruments to complement the preferred 
administrative approach. Energy users see 
little economic incentive to save energy 
because energy prices have been tightly 
constrained. Those wishing to invest in 
new equipment or processes cannot easily 
gain access to finance, and tax incentives 
are inadequate. Though administrative in- 
struments may be effective when applied 
to a relatively small number of target en- 
terprises or institutions, the weakening of 
the central government’s powers during 
and since the 1990s has rendered such in- 
struments ineffective across the wider 
economy unless accompanied by suitable 
economic incentives. 

This unwillingness to raise energy 
prices, in part, relates to the second set of 
constraints which are the economic and 
social policies which indirectly or directly 
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affect energy consumption. In recent years 
China’s economic and industrial policy 
has been devoted to promoting heavy in- 
dustry, infrastructure and manufacturing. 
The construction boom, which has in- 
volved considerable waste, has been fur- 
ther encouraged by weak planning 
regulation, low interest rates, poor ac- 
countability of local governments and 
state enterprises, and straightforward cor- 
ruption. In the transport sector, the desire 
to promote the domestic automobile in- 
dustry and car ownership seems to have 
prevented any possibility of integrating 
transport policy into the city planning 
process except in a small number of cities 
such as Beijing. Further, the government’s 
insistence on keeping tight control on end- 
user energy prices derives from the desire 
to protect poor consumers as well as con- 
straining inflation. 

The third constraint relates to the sys- 
tems of political decision-making and pub- 
lic administration in China. The 
formulation and implementation of effec- 
tive policy relating to energy efficiency 
over a sustained period requires political 
commitment from the top leadership, pro- 
active participation from major actors at 
all levels of government and enterprise, 
and transparency and predictability in 
both the administrative and the economic 
policy instruments employed as well as in 
the legal system. Despite the steps taken 
by the government in the last few years to 
address these concerns, it is not evident 
that profound change has taken place. 

The final constraint relates to an ap- 
parent shortage of skills relating to energy 
efficiency. Though hard data on this prob- 
lem is hard to find, anecdotal evidence in- 
dicates a shortage of skills within both 
local governments and industrial enter- 
prises. Local governments appear to lack 
the knowledge and understanding of en- 
ergy policy required in order to develop ef- 
fective local strategies in order to achieve 
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their energy efficiency targets. Likewise, 
many industrial enterprises appear to lack 
the technical management expertise re- 
quired in order to adapt their practices and 
processes to enhance energy efficiency. 


Stimulus Takes Priority 


THE ECONOMIC SLOWDOWN that emerged 
during 2008 triggered a substantial decline 
in China both of economic activity and of 
the rate of growth of demand for energy. 
Indeed, demand for electricity appears to 
have declined sharply. Many steel and ce- 
ment plants lie idle. This may be bad for the 
economy but such a slowdown could pro- 
vide a chance for the government to con- 
solidate the energy efficiency gains already 
made. More inefficient plants could be 
closed. Mergers and acquisitions would al- 
low better companies to improve the ener- 
gy performance of the less efficient ones. 

This outlook changed on Nov. 10, 2008 
when the government announced its much 
anticipated economic stimulus package. 
The new approach is entirely consistent 
with the need to stimulate economic 
growth and to address pressing social con- 
cerns, which is why the package has re- 
ceived such a welcome from around the 
world. But the contents of the plan do ap- 
pear to indicate that energy conservation 
and energy efficiency have dropped down 
the list of government priorities. Accord- 
ing to the Chinese press, Premier Wen Ji- 
abao made special mention of the need to 
boost the production of iron, steel and ce- 
ment production. 

Unless the government is very careful 
to ensure that this resurgence in energy 
intensive production meets the high stan- 
dards that have been set recently, that old 
and inefficient plants remained closed, 
and that new buildings adhere to the rel- 
evant codes, the risk is high that the en- 
ergy efficiency gains of the last three years 
stall or even reverse. w 
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Pakistan Discovers 
Its Political Voice 


by Mosharraf Zaidi 





N THE NIGHT of March 15, 
2009 the besieged Paki- 
stan People’s Party gov- 
ernment in Islamabad 
finally buckled under un- 
precedented political pressure to restore 
Choudhry Iftikhar Mohammed to the posi- 
tion of chief justice of the Supreme Court. 
In the build-up to that eventful night, one 
of the most obvious appeals that saner ele- 
ments within the government would have 
been making to President Asif Ali Zardari 
was a simple one—restoring the judge 
would return some semblance of normalcy 
to Pakistani politics. 

That normalcy would look much like 
what Pakistan’s politics has looked like for 
most of the country’s history. A contest for 
control over Pakistan’s substantial resourc- 
es between a small group of extremely 
wealthy families, refereed by Pakistan’s 
military, moderated by the narrow world 
view of the Pakistani mullah-cracy, and in- 
formed by the international community’s 
short-term interests in the region. Howev- 
er, if it was a return to “business as usual” 
that President Zardari was aiming for, he 
could not have been further off the mark. 





Normal in Pakistan isn’t what it used to be. 
According to a survey by the International 
Republic Institute, as early as October 
2008, 86% of all Pakistanis supported the 
restoration of the judiciary. That number 
did not change dramatically between Octo- 
ber 2008 and March 2009. But the way in 
which it made itself heard did. As calls to 
restore the judiciary and the chief justice 
grew from the bar associations to the NGos, 
to the schools and universities, to the char- 
ities, the political parties and the media, the 
urgency for a restored judiciary began to 
captivate the country. Pakistanis began to 
stand up to be counted, and almost simul- 
taneously the key opposition party, Nawaz 
Sharif’s Pakistan Muslim League-Nawaz, 
or PML-N, decided that its fate was inextri- 
cably linked to the judiciary’s. 

That is when the movement began to as- 
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sume a momentum that surprised even the 
most optimistic activists. Perhaps for the 
first time in living memory, a moral issue 
had captured the imagination, the time, 
and the wallet of the Pakistani citizen. Most 
tellingly, the narrative of the movement for 
restoration was totally devoid of religious 
symbolism, despite its inherent morality. 
Restoring the judiciary was not just a po- 
litical issue, or just an issue of professional 
pride for lawyers, it was a moral issue. The 
slow descent of the traditional Pakistani 
elite into irrelevance began when General 
Pervez Musharraf tried to fire the Supreme 
Court chief justice on March 9, 2007. Over 
two years later, with the restoration of that 
judge and several others, it has kicked into 
second gear. As President Zardari, his mil- 
itary chief, Gen. Ashfaq Kayani, and the 
American and British governments watched 
in shock and awe, people power made an 
unforgettable democratic imprint in a coun- 
try better known for its deficit of democ- 
racy. The people were marching on the 


capital—and were they mad! 

A as the most dangerous country on 
earth by everyone from Vice Pres- 
ident Joe Biden to the New York Times, it 
is not so much that Pakistan is any less dan- 
gerous, but rather that copywriters have 
run out of sexy new headlines. That is not 
to say that crisis in Pakistan is over. Indeed, 
the country continues to host nearly daily 
suicide bombings, and absorb unrelenting 
pressure from Washington to perform bet- 
ter in the war on terror being waged in the 
north and the west of the country, and is on 

the brink of total economic meltdown. 
Despite all the obvious reasons for Pak- 
istanis to sit home and cower in fear, Pak- 
istanis do not. Instead, ever since the chief 
justice was frst fired in March of 2007, at 
every major opportunity where the Paki- 
stani people were compelled to take to the 
streets and vote—whether with their feet, 
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or with the ballot—they have. Several hun- 
dred thousand protestors consistently 
turned out over the course of over two 
years to protest the chief justice’s removal, 
and over 35 million (45% of the electorate) 
came out to vote in a new government in 
February 2008, and reject Mr. Musharraf 
hand-picked prime minister and cabinet. 

It was not always like this. During the 
agitation against the Zulfigar Ali Bhutto 
government in the 1970s, people power 
chanted witty slogans, but it was the army 
that actually intervened and replaced 
Bhutto with the military chief General 
Zia-ul-Haque. During Zia’s long and dark 
era, a number of heroic activists regularly 
braved martial law, the swinging sticks of 
policemen, tear gas and jail stints, but they 
never managed to get rid of the dictator. It 
took “a case of exploding mangoes” to take 
out Zia, people power was not a central de- 
terminant of that equation. In the 1990s, it 
was crusty old former bureaucrats and 
military chiefs that pushed and squeezed 
elected governments, from Ghulam Ishaq 
Khan to General Abdul Waheed Kakar, to 
Farooq Leghari. The people slept, leaving 
Gen. Musharraf to take over the country 
on October 1999 and rid it of an increas- 
ingly asphyxiated political process. 

Yet Mr. Musharraf's ill-advised bullying 
of the chief justice sparked a mainstream 
movement, that not only lasted for a full 
two years, but in fact grew in strength 
throughout, even after Musharraf had left 
the scene in August of 2008. How did this 
otherwise dysfunctional country manage 
to produce a compelling movement of such 
strength? Within the answer to this very 
question lies the future of Pakistan, the 
ability of its people to shape governments 
that serve them, and the eventual victory of 
its peaceful Muslims over the barbaric ter- 
rorists that it is at war with. 

Reducing Pakistan to a headline is a 
dangerously narrow way to view the coun- 
try. Its size alone should give pause to quick 
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assessments about its vulnerability to being 
taken over by terrorists or going “rogue.” It 
has a population of 172 million, the world’s 
25th largest economy, the world’s seventh 
largest military, and the world’s newest nu- 
clear arsenal. Pakistan is also a country that 
has changed much over the last decade. 
One of the myths that is long overdue for 
debunking is the idea that Pakistan is an 
agricultural country. In fact, agriculture 
only accounts for less than 20% of the total 
GDP, while the services sector accounts for 
53% of pP. The nation is in the midst of a 
massive urbanization. By 2030 the United 
Nations estimates half 
of all Pakistanis will be 
living in cities. The ur- 
ban shift is reflected in 
lifestyles and the adop- 
tion of technology. With 
nearly 90 million active 
mobile phone subscrib- 
ers and South Asia’s 
highest mobile-phone 
penetration rates (around 55%), the average 
Pakistani is connected today in ways not 
thought possible a short few years ago. To 
top it all off there is the spectacle of news 
anchors laying into politicians with hard- 
hitting questions every evening on any one 
of Pakistan’s more than 60 television chan- 
nels. Even by conservative estimates, the 
Pakistani economy has at least doubled 
since 2000. All the growth has taken place 
in the cities, driven by industries and sec- 
tors that require smart, young, global 
knowledge employees. These workers have 
serious stakes in political stability and ina 
functional government. The state will sim- 
ply have to step up. It simply cannot con- 
tinue to fail without being answerable to a 
middle class estimated at 30 million. 

The emergence of this middle class is 
something that Pakistan’s traditional elite 
would like to keep obfuscated for as long 
as possible. The traditional elite rules Pak- 
istan through a combination of brute force 
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[ The movement to re- 
store the chief justice 
crystalized the frus- 
trations of the middle 
class with the military. | 





(military), cheap and fiscally devastating 
populism (feudal politicians) and crony 
capitalism (industrialist politicians). The 
bureaucracy and the judiciary have been 
the instruments through which these tra- 
ditional elite have exercised their awe- 
some power. The inspiration for the 
movement to restore the judiciary was not 
inspired by the judicial reputation of the 
chief justice. Even his most passionate 
supporters do not claim that he is the 
cleanest or most erudite judge in the coun- 
try. Yet, with his refusal to bow to Gen. 
Musharraf, the judge earned a moral au- 
thority that no amount 
of money or public re- 
lations can buy. This is 
what ignited and sus- 
tained the movement 
to restore the judiciary. 
The movement essen- 
tially became a proxy 
for the articulation of 
an unacknowledged 
middle class’s frustration with military 
rule, and later with the delay tactics of the 
feudal politicians of the ppp. 

Mr. Musharraf’s overconfidence in his 
mistaken view of his own middle-class 
roots probably inspired his arrogance to 
attempt to fire the chief justice in the first 
place. Pakistan’s solid rejection of that ar- 
rogance is not a call to arms against the 
military, but it is a firm, clear and unequiv- 
ocal signal to the army: Do not trespass ci- 
vilian authority and do not trample on the 
fragile dignity of citizens. Which brings us 
back to the night of March 15, 2009. Many 
have attempted to credit the army chief, 
Gen. Kayani for stepping in and urging 
President Zardari to cave. Others that 
were ostensibly responsible for President 
Zardari’s capitulation include Hillary 
Clinton and Richard Holbrooke. Such at- 
tribution is a grave injustice to the courage 
of the thousands that braved the threat of 
suicide bombers, arrest and tear gas. Any- 
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one that was calling President Zardari to 
relent and restore the chief justice was do- 
ing so out of a mortal fear of what hundreds 
of thousands of people sitting-in at parlia- 
ment would do to stability in Pakistan. It 
was not, as some are trying to paint it, an 
embrace of the morally superior position of 
restoring the judges. Those that were 
caught off guard by the sheer size of the 
crowd and the obvious conviction with 
which it marched, should not have been. 
This day was always on the cards. 
T are manifold. For starters, politi- 
cal success breeds politics. Those 
urban Pakistanis that engaged with politics 
for the first time met with beginners’ luck, 
which means that the incentive to continue 
to engage is very high. Even with a signifi- 
cant burn rate, the numbers of newly po- 
litically engaged city folk are going to be so 
high, that a transformational shift in elec- 
toral and street politics in the long run, is 
highly probable. The positions taken by po- 
litical parties on major civil-liberty issues 
will also not soon be forgotten. When Pres- 
ident Zardari tried to shut down Geo News, 
Pakistan’s biggest television news network, 
the opposition went into an overdrive of 
moral outrage. Most visible were Jamaat-e- 
Islami, a right-wing mainstay that no one 
would mistake for a guardian of free speech. 
JI’s position on free speech during the 
movement to restore the judiciary should 
effectively mark the end of any formal at- 
tempts by the right to stifle free speech in 
the future. There can be no having of the 
free speech cake, and eating it too. 

The ppp of course is not eating any cake 
at all. It is binging on humble pie instead. 
Always a strange cocktail of Pakistan’s 
most privileged quasi-socialists and a ref- 
uge for Pakistan’s most powerful feudal 
landlords, the ppp has to be considering 
exactly how to recover from the humilia- 
tion of having people power march against 
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the very party of the people. Its electoral 
constituency in Pakistan’s major cities— 
Karachi, Lahore, Faisalabad, Gujranwala, 
Multan or Rawalpindi—has shrunk to an 
insignificant sliver. It has limited space to 
carve out voters in central and north Pun- 
jab province, and it is bleeding voters in 
traditional strongholds like southern areas 
of Punjab province and rural areas of 
Sindh province. Perhaps worst of all, the 
PPP’s cleavage is now visible to everyone. 
On the one hand stand its traditional work- 
ers, what you might call the Bhutto Jiyalas, 
and on the other, the more opportunistic 
crowd that is advising and following Pres- 
ident Zardari into eventual political obliv- 
ion. There is now a tension between the 
two camps that is palpable. Both camps 
know that separately, they are politically 
impotent, which is why the wounds are 
damaging, but not fatal to the PPP. 

The biggest winners from the PPP’s 
dramatic losses in the past year of course, 
are the PML-N. But being the new voice of 
the emerging Pakistani middle class is not 
the kind of first prize that Nawaz Sharif 
had bargained for. The urban middle class 
in the Punjab and across the country is a 
fickle and evolving demographic. It has 
little patience for political grandstanding, 
especially in the age of terror striking reg- 
ularly at the heart of Lahore, like the at- 
tack on the Sri Lankan cricket team, or 
more recently the terrorist takeover of the 
Manawan Police Training Centre on 
March 30, 2009. It has little ideological 
commitment to supporting the Sharif fam- 
ily. In many ways it is the least loyal and 
most demanding political demographic in 
the country. But political parties now ig- 
nore it (as the ppp has discovered) at their 
own risk, because having discovered the 
power of street politics, it is probably also 
the country’s most valuable demographic. 
Imran Khan may hitherto largely have 
failed in politics, but if there is a politician 
that can command real loyalty in this 
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group, it is him. Which is all the more rea- 
son for the Sharifs to tread carefully. Any 
betrayal of the aspirations of this group 
will lead it to leave the Sharifs and seek 
good governance elsewhere. What would 
constitute such a betrayal is really the crux 
of postrestoration Pakistan. Anything 
short of a reformation of the Pakistani 
state would in fact be a betrayal. In many 
ways, it is the democratic logical next step: 
for politicians to synthesize the overarch- 
ing national frustration with failing insti- 
tutions into public policy that works. 

The chief justice, now restored, will al- 
most surely return to the judicial activism 
that earned him so many friends and en- 
emies in the first place. If this activism be- 
comes infused with populism then the test 
for the ppp and the Sharifs will become 
even more stern. Fixing Pakistan’s broken 
state structures, and citizen confidence in 
those structures is the only way to beat the 
Taliban that have slaughtered their way 
into ruling Swat. One of the big questions 
in Pakistan is about how far the chastised 
political elite—both feudal (ppp) and in- 
dustrialist (PML-N)—are willing to go to 
institutionally firewall the state from the 
kinds of abuses that gave rise to the middle 
class’s discovery of its voice in the first 
place. Simply put, politicians will have to 
choose. Continue to pursue cheap popu- 
lism, patronage and rent-seeking and lose 
whatever is left of the state to the Taliban. 
Or reform. There is no third option. In his 
postrestoration, make-up speech to parlia- 
ment (and to the Sharifs) on March 28, 
2009, President Zardari promised among 
other populist goodies, 20,000 subsidized 
tractors to his constituents. Clearly the ppp 
still does not get it. 

That is not just bad news for the Bhutto 
family, and for Pakistan. It is a cause for 
deep concern for the international commu- 
nity. President Barack Obama’s policy re- 
view on Pakistan and Afghanistan has 
basically produced more of the same for 


Pakistan. A $1.5 billion per year package of 
aid that has been talked of since it was first 
proposed in November 2007. The first at- 
tempt to pass legislation to start supplying 
the money lapsed in Congress. If the U.S. 
political and bureaucratic process behaves 
in a manner more typical of Pakistani bu- 
reaucracy, the hope of using that bureau- 
cracy to win the war against al Qaeda and 
the Taliban is a fantasy. 

Anti-U.S. sentiment in Pakistan is 
strengthened by America’s failure to align 
itself with the aspirations of the Pakistani 
people. In stark contrast, even Western- 
ized Pakistanis sing the praises of the Tal- 
iban’s ability to dispense justice quickly 
(rather forgetting that beheading someone 
without due process is in fact speedy, but 
no kind of justice at all). The narrative of 
the extremists, in terms of how it is framed 
relative to America and what it stands for, 
is somehow dominating the discourse. It 
should worry Richard Holbrooke and 
President Obama deeply that the Taliban 
understand public diplomacy better than 
the U.S. foreign-policy set. 

As for the actual threat of Talibaniza- 
tion across the country, the movement to 
restore the judiciary needs to be seen for 
what it was, an almost exclusively secular 
expression of the appetite for rule of law— 
British common law, at that. Desperate at- 
tempts by the right-wing fringe to add an 
Islamist flavor to it, and the cheerleading 
of such attempts by opponents of the move- 
ment, including President Zardari’s apolo- 
gists, failed miserably. There should be no 
denying the seriousness of the threat 
posed to Pakistan by al Qaeda and the 
Taliban, but there should also be no deny- 
ing of the very steep wall that stands in the 
way of an extremist take-over of Pakistan. 
The new Pakistani urban middle class will 
roll over and die for no one. Especially not 
for antagonists—with or without turbans— 
that seek to take away their freedom and 
their dignity. i | 
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China Undermines 
Maritime Laws 


by Peter Dutton and John Garofano 





NEW CHAPTER IN China’s 
decades-long political, mil- 
itary and legal battle to 
claim sovereignty and ju- 
risdiction over the South 
China Sea has opened. On March 10, five 
Chinese ships conducted close-in harassing 
maneuvers against the USNS Impeccable 
about 75 to 80 nautical miles (100 to 120 ki- 
lometers) off Hainan Island in the South 
China Sea. 

Until now China kept direct clashes 
with the United States to a minimum. The 
most notable previous case was the April 
2001 EP-3 incident, which was largely ac- 
cidental but which, like the Impeccable 
case, also resulted from increasingly ag- 
gressive military maneuvering in the wake 
of anew U.S. president taking office. 

For the most part, Beijing focuses on its 
maritime territorial disputes with weaker 
neighbors over islands and shoals that 
might sit atop vast petroleum or gas re- 
serves. In these disputes Washington has 
remained neutral, admonishing parties to 
solve their conflicts peacefully. 

That the South China Sea is a strategic 
piece of geography is not in doubt. Its im- 





portance is usually told through oft-cited 
statistics regarding the vast amount of 
shipping, much of it oil- and gas-related, 
which transits annually through this eco- 
nomic lifeline among East and South Asia, 
the Middle East, Europe and North and 
South America. Indeed, the interests of all 
involved would be dealt a major setback 
were China’s neighbors and others with a 
vital interest in free navigation in the South 
China Sea to acquiesce to Beijing’s jurisdic- 
tional and territorial claims. 

In assessing the significance of the 
March encounter, however, we should de- 
couple it from the long history of sometimes 
violent clashes among claimants to the 
reefs, rocks and resources in the South Chi- 
na Sea. Nor need we focus on the brazen 
nature of the Chinese tactical approach, in 
which a combination of civilian and gov- 
ernment vessels made threatening moves 
and dangerous maneuvers within unsafe 
distances of the lone U.S. ship. The signifi- 
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cance lies instead in the grand claims that 
these moves support: Beijing argues that in- 
ternational law precludes the kind of peace- 
ful, stabilizing military activities that have 
characterized great power politics at least 
since the 19th century, including hydrogra- 
phy, surveys and intelligence gathering in 
countries’ Exclusive Economic Zones, 
which extend up to 200 miles from land. 

At stake, then, is not only the free flow 
of goods and ships or the exploitation of as 
yet unproven hydrocarbon deposits. Rath- 
er, it is whether international law is inter- 
preted in such a way as to promote the 
peaceful military uses of the seas or, by 
contrast, whether law becomes a means to 
promote the kind of antiaccess, national- 
security focused interpretation that Beijing 
is attempting to impose. The outcome of 
this larger struggle will determine the ex- 
tent to which large swaths of the seas, in- 
cluding disputed maritime and land 
territories, are “securitized” by coastal 
states rather than left open to the stabiliz- 
ing influence of the naval activities of the 
international community. The outcome has 
long-term implications for the health of the 
global system on which the economic 
health and political independence of every 
state relies. 

The South China Sea is the subject of 
competing territorial claims that have pro- 
liferated since discovery of potentially rich 
undersea resources in the 1970s. The dis- 
putes intensified after the creation of the 
United Nations Convention on the Law of 
the Sea in 1982. China, Taiwan, Vietnam, 
Malaysia, Brunei and the Philippines all ac- 
tively contest sovereignty over some or all 
of the islands in the South China Sea and 
maintain competing claims to jurisdiction 
over the vast expanses of water that accom- 
panies these island claims. In addition, oth- 
er states have'strong commercial 
interests. Indonesia, for instance, has major 
offshore facilities there, Japan receives 75% 
of its oil through its waters, and the U.S. 
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Maintains a formal defense treaty with the 
Philippines and growing relationships with 
other regional states. 

At roughly the same time as the discov- 
ery of hydrocarbon deposits in the South 
China Sea, the international community 
began to come to grips with how to manage 
offshore and undersea resources via the 
UNCLOS negotiations. Once the internation- 
al community settled on the creation of the 
EEZ as the means by which coastal states 
could assert jurisdiction over off-shore re- 
sources, China soon emerged as a vocifer- 
ous and muscular claimant. The Chinese 
government resurrected the “U-Shaped 
Line,” claimed by the former Republican 
government, in support of the P.R.C.’s “in- 
disputable” claim to historic rights to all of 
the South China Sea’s islands and nearly all 
of its water space and its resources. Beijing 
further developed its historic rights claim 
by citing the voyages of Chinese vessels in 
and across it beginning 2,000 years ago, in- 
terrupted by Western subjugation of China 
and other Asian states. Indeed, Chinese 
scholars and officials often point to the col- 
onization of Asia as the primary source of 
its competitors’ claims to islands in the 
South China Sea. 

In addition to political and legal maneu- 
vering, China continued to press its claims 
with military power, forcibly taking the 
Paracels from Vietnam in 1976, and in 1988 
firing on Vietnamese boats in the Spratlys, 
occupying Fiery Cross Reef within the Phil- 
ippines’ EEZ. In 1992, Beijing consolidated 
its military gains by codifying its control 
over the islets in its Law on the Territorial 
Sea and the Contiguous Zone. That law of- 
ficially claimed sovereignty over all of the 
islands in the South China Sea. In 1998, 
China effectively claimed jurisdictional au- 
thority over nearly all of the South China 
Sea in its Law on the Exclusive Economic 
Zone and Continental Shelf, Article 14 of 
which specifically asserts China’s historical 
rights over these ocean spaces. In the ensu- 
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ing decade, this law and related “regula- 
tions” have been used by China to attempt 
to require foreign naval vessels to gain Chi- 
na’s permission before undertaking any op- 
erations in Beijing’s claimed EEZ. 

In relation to the Impeccable incident, 
for instance, Foreign Ministry Spokesper- 
son Ma Zhaoxu stated on March 13: “When 
it comes to foreign vessels acting in China’s 
exclusive economic zones, there are clear 
provisions in the United Nations Conven- 
tion on the Law of the Sea, the Law on the 
Exclusive Economic Zone and the Conti- 
nental Shelf of the People’s Republic of Chi- 
na, and the Regulations of the People’s 
Republic of China on the Management of 
Foreign-related Marine Scientific Re- 
search.” Mr. Ma claimed the Impeccable 
“engaged in activities in China’s exclusive 
economic zones without our permission.” 
PLA Navy Deputy Chief of Staff Zhang De- 
shun further characterized the U.S. Navy 
ocean surveillance ship’s activities as a spy 
mission. 

Despite Chinese protestations to the 
contrary, intelligence gathering and other 
military activities are clearly lawful under 
the current international law of the sea. 
The concept of the EEz arose out of the de- 
sire by the U.S. and other states to allow 
coastal states to regulate fisheries from 
over-fishing and to protect the marine en- 
vironment. UNCLOS specifies that the juris- 
dictional authorities of coastal states 
includes “marine scientific research,” but 
limits this jurisdiction in two ways. 

First, the Convention distinguishes be- 
tween “research” and “surveys.” Surveys 
are one of the traditional high seas free- 
doms and allow vessels to study the mari- 
time environment to gain an improved 
understanding of the navigational charac- 
teristics of a region, including such infor- 
mation as the hydrographic characteristics 
of an area of water. The Convention pro- 
tects the right of all states to undertake oth- 
er high seas freedoms that have not been 


specifically allocated to the coastal state. 
Accordingly, while resource-related re- 
search can be regulated by the laws of the 
coastal state, hydrographic surveys may 
not be. 

Second, international law fundamen- 
tally works by negation, i.e., as long as an 
international law authority does not spe- 
cifically prohibit an act, then it is allowed. 
Most scholarly opinions from China ac- 
knowledge this. For instance, Zhang Hai- 
wen, deputy director-general of the China 
Institute for Marine Affairs, State Oceanic 
Administration in Beijing has written that 
“all activities for the purpose of increasing 
mankind’s knowledge of oceans and the 
marine environment should be classified as 
maritime scientific research [and therefore 
subject to regulation by the coastal state]” 
(italics added). Ms. Zhang implicitly recog- 
nizes that the current state of the law does 
not allow such coastal state recognition. 
Thus, the best Chinese scholarship on this 
issue recognizes that what China desires to 
be international law is not in fact the state 
of the law at this time. 

As Ms. Zhang’s article correctly dis- 
cusses, UNCLOS does not define the terms 
“marine scientific research” and “hydro- 
graphic surveys.” She argues, however, 
that the term “marine scientific research” 
should be broadly interpreted because 
there might be dual-use purposes for data 
that is gathered under the rationale of “hy- 
drographic surveys,” some of which may 
serve economic purposes. Nonetheless, 
while this may represent one perspective 
on how the law should develop in the fu- 
ture, it does not reflect the current state of 
the law under which military surveys are 
authorized. Additionally the legal dispute 
that frames the Impeccable incident is in 
no sense about economic interests. It is 
about intelligence and national security. 

China’s real objection to the activities 
of U.S. survey vessels is that they gather in- 
formation that is useful in submarine op- 
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erations. Chinese officials and scholars 
charge that intelligence gathering in the 
EEZ is unlawful. However, intelligence 
gathering in the EEZ of another state is also 
fully in compliance with international law, 
including UNCLOs, because it is one of the 
pre-existing high seas freedoms that were 
not allocated to coastal states to regulate or 
control when UNCLOs established the EEZ. 
The international community has contin- 
ued on with the prac- 
tice. A good example is 
Russia’s renewal several 
years ago of its long- 
range reconnaissance 
and surveillance flights 
along the coastlines of 
other states. 

Chinese officials 
and scholars also argue 
that intelligence gathering violates the 
“peaceful purposes” clause of UNCLOS. 
This clause, however, was never intended 
to impose higher requirements for state 
behavior than the U.N. Charter. State prac- 
tice around the world since 1982 (when 
UNCLOS negotiations were completed) has 
borne this out. Additionally, in arguing 
that intelligence-gathering violates the 
peaceful purposes norm, China is attempt- 
ing to import a generalized national-secu- 
rity interest into the international law of 
the sea and thereby claim it as a legal inter- 
est that it can assert jurisdictional control 
over. Although clever, this Chinese claim 
is an impermissible extension of current 
international law that carries no authority 
to constrain the intelligence-gathering ac- 
tivities of the U.S. or any other state. 

Finally, in responding to China’s UN- 
cLOS-based claims, it is important to re- 
member that UNCLOS would never exist in 
the first place if traditional navigational 
freedoms were not fully protected by the 
Convention. Prior to UNCLOS, the oceans 
were divided into high seas—in which all 
states were free to undertake all high seas 
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freedoms—and a narrow, three-mile-wide 
band of territorial waters controlled by 
coastal states. When UNCLOS created addi- 
tional zones of jurisdiction, like the EEZ, 
many states resisted until it was made ex- 
plicit that traditional, nonresource-related 
freedoms would be protected. Were it not 
for this guarantee, UNCLOS would have end- 
ed up on the ash-heap of history. 

There are also global issues at stake. One 
involves the benefits of 
standard military intel- 
ligence gathering. The 
U.S. and the U.S.S.R. en- 
gaged in extensive moni- 
toring and intelligence 
gathering throughout 
the Cold War, providing 
a degree of “enforced 
transparency” that was 
useful during crises. In the absence of sub- 
stantial military cooperation or meaningful 
transparency, conventional intelligence 
gathering proves a stabilizing factor. 

The other issue is less acute but more 
pervasive. If Beijing’s perspective on inter- 
national law of the sea prevails, it would 
fundamentally reduce the ability of the in- 
ternational community to patrol and en- 
force order in precisely the regions of the 
ocean where most threats to the global 
maritime system operate. It is in these wa- 
ters that pirates thrive. Recent antipiracy 
operations off the coast of Africa, joined by 
China only after the U.N. Security Council 
and Somalia’s “government” authorized 
them, are an anomaly. The rest of the inter- 
national community, relying on traditional 
high seas freedoms, has been doing the 
heavy lifting without the PLA Navy for the 
better part of a decade. 

Thus, the recent Impeccable incident 
should be a wake-up call for all states that 
not only is China once again flexing its 
muscles in local waters, but that it seeks 
to revise the rules regarding freedom of 
the seas. 1 | 
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N JANUARY, in a move little 
noticed outside Tibet- 
watching circles, China 
signaled its confidence in 
having outmaneuvered the 
Dalai Lama and his Tibetan government- 
in-exile on the Tibet issue. Beijing an- 
nounced plans for an official holiday to 
commemorate the liberation of Tibetan 
serfs and the suppression of the Tibetan up- 
rising in 1959 in Lhasa, thereby negating an 
earlier pledge to relegate the events of that 
year to a forgotten past. 

Equally significantly, it upped the ante 
in a struggle for the ownership of Tibet’s 
historical memory. Tibetans claim March 
10, the day the 1959 Tibetan uprising 
erupted in Lhasa, as a national day. That 
uprising began in Eastern Tibet and spread 
westward as China moved against the 
poorly armed and vastly outnumbered Ti- 
betans. When the revolt boiled over in 
Lhasa and was crushed, the Dalai Lama 
and approximately 100,000 Tibetans 
sought refuge in India. Tibet’s traditional 
government was abolished and China be- 
gan a campaign to wipe out rebellion and 
impose the full force of Chinese rule 





throughout the country. 

This year Chinese authorities were 
forced to take drastic measures in an at- 
tempt to contain any hint of commemora- 
tions of the failed revolt. At the same time, 
Beijing has staked out a new holiday in or- 
der to impose a celebration of the suppres- 
sion of that same uprising: March 28, the 
date on which the Dalai Lama’s govern- 
ment was ordered disbanded in 1959, is 
henceforth to be “Serfs Emancipation Day.” 
There is nothing subtle about all this; China 
is quite determined to dominate the Tibet- 
an historical view, whether or not coercion 
or even force is necessary. 

On one level, the new holiday symbol- 
izes the return of 1959 and the Tibetan up- 
rising. When contacts between the Chinese 
government and the Dalai Lama began 
again in the late 1970s, the suppression of 
the revolt in 1959 and the massive deaths 
and imprisonment that resulted from it 
had not been forgotten. Films and photos 
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of post-1959 destruction in Tibet were shot 
by a delegation sent by the Dalai Lama (at 
China’s invitation) in 1979 and seen 
throughout the exile community. For Chi- 
na, however, 1959 has always been repre- 
sented as the culmination of a reactionary 
armed rising by feudal, upper strata serf- 
owners, ultimately put down with the 
broad support and assistance of the Tibet- 
an people. 

So it was significant when, in 1981, no 
less a figure than Communist Party Gen- 
eral Secretary Hu Yaobang asserted to the 
Dalai Lama’s brother, Gyalo Thondup, 
“There should be no more quibbling about 
past history, namely the events of 1959. 
Let us disregard and forget this.” And in 
its dealings with the Dalai Lama’s exile 
government China operated under the 
premise that those events were not to be 
revisited. 

But this was neither the case in Tibet- 
an exile society nor among Tibetans in Ti- 
bet. The date of the uprising, March 10, 
was always fraught with danger, since Ti- 
betans inside Tibet very obviously didn’t 
share the Chinese government’s interpre- 
tation of the rebellion. In recent decades 
every March 10 has brought unambiguous 
signs that it resonates as a day of nation- 
alistic pride. In some years, as happened 
in 2008, major demonstrations have bro- 
ken out on March 10, with homemade ver- 
sions of the banned flag of independent 
Tibet on display. 

The designation of March 28, 1959, as 
“Serfs Emancipation Day,” put 1959 unam- 
biguously back on the table for China. The 
decision to do this now, while obviously in- 
tended as a warning to Tibetans who might 
have thought of demonstrating on March 
10, is more importantly another signal that 
the negotiating process, certainly in sub- 
stance if not also in form, is dead. As such, 
it is more significant for understanding 
China’s stance than, say, the ongoing vitri- 
olic denunciations of the Dalai Lama. 


This decision also meshes with other 
actions. The last round of Tibet-China ne- 
gotiations in October ended disastrously. 
While the Tibetan delegates strove to be 
discreet and keep mum about what hap- 
pened until a scheduled November meet- 
ing of various exile representatives in 
Dharamsala, the exile government’s base, 
their Chinese counterparts effectively 
rubbed their noses in failure. They an- 
nounced at a press conference that the 
talks had produced nothing and rejected 
all that the Tibetans had sought, adding 
that the Dalai Lama had better recognize 
the error of his ways. 

The discussions were thus where they 
had been 30 years earlier. China considers 
the Tibet issue settled, save for questions 
of the Dalai Lama’s personal circumstanc- 
es, should he return. With a successful 
Olympics behind it and a major role in deal- 
ing with the global financial crisis ahead, 
China is no longer coy. 

And since the Dalai Lama long ago ac- 
quiesced to China’s demands that he accept 
Tibet as a part of China, and repeatedly ar- 
ticulated that position publicly and private- 
ly to world leaders (at China’s insistence, 
no less), the crucial taint of illegitimacy 
that had always attached itself to China’s 
annexation of Tibet has been largely re- 
moved. The loss of that card has left the 
Dalai Lama with little more than pallia- 
tives to offer the exile community. 

The dialogue process the Dalai Lama 
has promoted has turned out to have been 
a one-way street almost from the begin- 
ning. He has spoken vaguely of a better fu- 
ture, telling people that the Tibet issue 
will prevail. And he has also opined that 
“the entire people of China” support the 
Tibetan cause, ignoring the popular antip- 
athy to that cause (and to Tibetans) that 
spread in China in the wake of the spring 
protests in Tibet. All of this has worked to 
China’s advantage. Now Beijing is simply 
biding its time and waiting for the 73-year- 
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old Dalai Lama to pass from the scene. 

With “Serf’s Emancipation Day” now 
fixed on the calendar, a few observations 
are in order. There’s no doubt that Tibet’s 
traditional society was hierarchical and 
backwards, replete with aristocratic es- 
tates and a bound peasantry. And there’s 
no doubt that Tibetans, whether in exile or 
in Tibet, voice no desire to restore such a 
society. Many Tibetans will readily admit 
that the social structure was highly inegal- 
itarian. But it was hardly the cartoonish, 
cruel “Hell on Earth” that Chinese propa- 
ganda has portrayed it to be. 

In theory, all Tibetan subjects were 
bound, even the aristocrats. The lurid de- 
scriptions of pre-1959 Tibet that China is 
once again trotting out were popularized 
in the 1970s exhibition and book “Wrath 
of the Serfs,” a depiction that is so over- 
the-top as to be laughable. In fact, the 
scope of the bonds varied. While the obli- 
gations of some of the peasants at the bot- 
tom were onerous, the system was such 
that bound peasants could also possess 
land and even have others bound to them 
as workers. In other instances, bound sub- 
jects could work on their own, away from 
estates, in exchange for a yearly fee paid to 
their overlord. Beyond that, the monastic 
life placed a significant percentage of the 
population outside the normal bonds of 
aristocratic estates. 

In this hierarchically structured soci- 
ety, the Dalai Lama too had bound sub- 
jects, including both peasants and others 
much higher up the ranks. A common 
theme of Chinese propaganda has the Da- 
lai Lama scheming to return to Tibet so 
as to reinstitute the serf system, the as- 
sumption being that he would then make 
himself the major serf lord. This is fan- 
tasy. Tibetans, in Tibet and in exile, have 
no desire to resurrect a social system that 
disappeared 50 years ago, one which the 
Dalai Lama himself has described as 
backward. In the 21st century there is 
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simply no impetus from or benefit to any 
party in restoring the system. The Dalai 
Lama has gotten along fine without it 
over the last five decades. He has also re- 
peatedly made it clear that he simply 
doesn’t want to govern Tibet after the Ti- 
bet issue is resolved. 

So while the idea that he wants to re- 
store theocracy is a red herring, one 
should note that the threat of his return 
to full power in Tibet is not the tool with 
which China should threaten Tibetans. 
Many and quite likely most would accept, 
if not flat out welcome rule by the Dalai 
Lama-—at least at first. In any event, China 
has no intention of even entertaining the 
possibility of his return to Tibet. More 
than once the Chinese government has 
stressed that he would be relegated to a 
ceremonial position and residency in Bei- 
jing. But even that possibility has long 
since disappeared as China awaits his de- 
mise, seeing in that the ultimate solution 
to the Tibet issue. 

Lost in most discussions is an under- 
standing that Tibet’s demographic circum- 
stances—a small population in a relatively 
large land area—served to mitigate the ex- 
tent of exploitation. The situation was quite 
the reverse of China’s in the early 20th cen- 
tury, where far too little land for the large 
population allowed for severe exploitation 
by landowners. China’s categorization of 
Tibetan society as feudal obscures the fact 
that this socially backwards society, lack- 
ing the population pressures found else- 
where, simply didn’t break down as it ought 
to have and continued functioning smooth- 
ly into the 20th century. Inegalitarian? Yes. 
Sometimes harsh? Yes. But “Hell on Earth” 
for the vast majority of Tibetans? 
No. Traditional Tibetan society was not 
without its cruelties (the punishments vis- 
ited on some political victims were indeed 
brutal), but seen proportionally, they paled 
in comparison to what transpired in China 
in the same period. In modern times, mass 
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flight from Tibet only happened after its 
annexation to the People’s Republic. 

When compared to other traditional so- 
cial and land-tenure systems, the Tibetan 
situation does not seem so isolated an ex- 
ample—and certainly not the uniquely hell- 
ish one that Chinese polemics and 
propaganda describes. The zamindar sys- 
tem in pre-independence India (and even 
in much of post-independence Pakistan) 
presents a similar example of a traditional 
society in which people were effectively 
bound to aristocratic 
estates. In one sense, 
Tibet may have actually 
been more humane, 
since there did exist 
mechanisms that al- 
lowed for some mobili- 
ty. Actually, insofar as 
the serf question is con- 
cerned, it’s hard to see 
why members of the once-vaunted renmin 
gongshe, the people’s communes, should 
not be described as living circumscribed 
lives comparable to that of serfs—except 
that many serfs also had rights to their own 
plots and produce on estates. The bottom 
line is that China is attempting to create a 
simplistic cartoon of villains and victims. 

Tellingly, China often illustrates its 
“Hell on Earth” thesis with photographs 
and anecdotes derived from rather biased 
British imperial accounts of Tibet. That 
one might use such materials to create a 
similar narrative depicting traditional 
China as barbaric is no small irony; and 
such assertions can certainly be found in 
literature from the age of imperialism. A 
further irony is that for Tibetans today 
there is probably no period that registers 
in the historical memory as cruelly and as 
savagely as the one that started with the 
“democratic reforms” in the 1950s and 
continued through the depths of the Cul- 
tural Revolution. 

When the Dalai Lama’s representatives 
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returned to tour Tibet in 1979, cadres in 
Lhasa, believing their own propaganda, 
lectured the city’s residents not to vent an- 
ger at the representatives of the cruel feudal 
regime. What actually transpired was 
caught on film by the delegation and is still 
striking to watch: Thousands of Tibetans 
descended on them in the center of Lhasa, 
recounting amidst tears how awful their 
lives had become in the intervening 20 
years. These scenes stunned China’s leader- 
ship and for some, at least, made clear the 
depths to which Tibet- 
an society had sunk 
since the era of “feudal 
serfdom.” There were 
certainly abuses in pre- 
1959 Tibet. But no mat- 
ter how bad they might 
have been, traditional 
Tibetan society did not 
generate anything like 
the body count that ensued after the Chi- 
nese takeover, both in terms of direct resis- 
tance and deaths resulting from 
imprisonment, “democratic reforms” or the 
Cultural Revolution. 

It’s hardly likely that most Tibetans, 
after all these decades, are ready to buy 
into the government-enforced descrip- 
tion of their past; such a ham-handed pro- 
paganda campaign may actually end up 
making many Tibetans view the past as 
far rosier than it actually was. It is also 
unlikely to win over large foreign audi- 
ences beyond those who already are, or 
would like to be, convinced. Most likely, 
it will simply reinforce a Chinese sense of 
a mission civilatrice in Tibet. The colonial 
thinking and arrogance inherent in such 
missions when entertained by European 
powers in the past is obvious. And it is 
precisely the kind of attitude that will 
likely exacerbate friction in Tibet and, 
justifiably, lead Tibetans to view China’s 
presence in their land as of a sort with the 
colonialism of other nations. 1 
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Beijing's 
Iranian Gamble 


by Ilan Berman 





HINA’S LEADERS ARE bet- 
ting big in the Middle East. 
In the high stakes game of 
geopolitical poker now be- 
ing played between the 
West and Iran over the latter’s nuclear pro- 
gram, Beijing has clearly placed its wager 
on Tehran. If China’s leaders are right, and 
Iran does succeed in going nuclear, it will 
drastically alter regional politics, and quite 
possibly the global energy picture as well. 
Ifthey are wrong, and the Islamic Republic 
is stopped from doing so, the Chinese econ- 
omy could end up being one of the biggest 
casualties of the resulting fallout. 

In the six-and-a-half years since a con- 
troversial Iranian opposition group dis- 
closed previously unknown details of Iran’s 
nuclear endeavor, the world community 
has been struggling to bring Tehran’s 
atomic effort to heel. In this effort, China’s 
role was and remains distinctly counter- 
productive. Rhetorically, at least, officials 
in Beijing appear to be on the same page as 
their Western counterparts. Thus, Chinese 
Premier Wen Jiabao recently told News- 
week’s Fareed Zakaria that his government 
is “not supportive of a nuclear rise to Iran,” 





and believes Iran “should not develop nu- 
clear weapons.” Along those lines, official 
visitors to the Middle Kingdom often hear 
of China’s positive contributions to resolv- 
ing the deepening stand-off over Iran’s nu- 
clear program, with Tehran’s “disapproval” 
cited as proof that the P.R.C. is playing dip- 
lomatic ball. 

In practice, however, Beijing’s substan- 
tive contributions to curbing Iran’s nucle- 
ar ambitions have been few and far 
between. True, the P.R.C. has acquiesced 
to three rounds of United Nations Secu- 
rity Council sanctions on the Islamic Re- 
public to date—in December 2006, 
September 2007, and most recently in 
March 2008. But those measures have 
been severely limited in scope, and care- 
fully calibrated so as not to offend Moscow 
or Beijing. As aresult, they have not raised 
many concerns in Tehran, either. 


ao Mr. Berman is vice president for policy at 
the American Foreign Policy Council in Wash- 
ington, D.C. He is the author of Tehran Rising: 
Iran’s Challenge to the United States and the 
forthcoming Winning the Long War: Retaking 
the Offensive against Radical Islam, both from 
Rowman & Littlefield Publishers. 
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These steps, moreover, have proven to 
be the exception rather than the rule. More 
often than not, Beijing has used its diplo- 
matic trump card, its permanent seat on the 
UN Security Council and associated veto 
power, to provide Iran with political cover 
in the face of Western pressure. Atthe same 
time, it has sought to keep other, more seri- 
ous economic measures off the table. As one 
Chinese foreign ministry official put it to a 
visiting American delegation recently, 
Beijing opposes non-UN sanctions on Iran 
because it believes that “a complete embar- 
go on Iran is not possible.” 

Beijing’s preference for the status quo 
is pragmatic. China’s runaway economic 
growth in recent years has been accompa- 
nied by a voracious appetite for energy, 
and a widening quest for foreign sources 
of it. Iran looms large in this calculus; the 
Islamic Republic is currently China’s third 
largest supplier of crude, providing the 
P.R.C. with roughly 12% of its total annual 
oil consumption (nearly one million bar- 
rels daily). In a real sense, in other words, 
Iran has become an engine of Chinese eco- 
nomic growth, and an indispensable part 
of Beijing’s energy plans. 

But Beijing’s ties to Tehran are more 
than merely commercial. “[T]he strength- 
ening of the Tehran-Beijing axis is of great 
importance” in the context of “confront- 
ing the unipolar world being considered by 
America,” Iran’s conservative Abrar news- 
paper trumpeted nine years ago, on the oc- 
casion of then President Mohammad 
Khatami’s visit to Beijing. Iran’s continu- 
ing interest in diluting U.S. influence 
abroad is shared by China’s leaders, who 
believe their country’s rise as a great pow- 
er requires a diminution of America’s per- 
ceived hegemony in global affairs. Over 
the past decade, this meeting of the minds 
has led Beijing to help Tehran significant- 
ly expand its naval warfare capabilities, as 
well as the sophistication of its ballistic 
missile arsenal. China’s leaders have even 
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thrown caution to the wind and backed 
Iran’s bid to become a full-fledged member 
of the Shanghai Cooperation Organiza- 
tion, the Moscow- and Beijing-led security 
bloc that now dominates much of the 
“post-Soviet space,” even though bringing 
Iran into the fold could become a serious 
liability for China in the event the former 
is attacked over its nuclear program. 
That effort, meanwhile, has become in- 
creasingly mature—and menacing. In Feb- 
ruary, the UN’s atomic watchdog, the 
International Atomic Energy Agency, re- 
ported to its board of directors that Iran 
had succeeded in producing 839 kilograms 
of low enriched uranium, enough raw ma- 
terial to eventually develop one nuclear 
device, if it is enriched further. The 1AEA’s 
report jibes with an earlier assessment by 
the Institute for Science and International 
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eration think tank that wrote late last year 
that Iran “is moving steadily toward this 
capability and is expected to reach that 
milestone during 2009 under a wide vari- 
ety of scenarios.” 

If China’s leaders are worried over 
these developments, or the potential West- 
ern response to them, they have not shown 
it. In March, news broke of a new $3.2 bil- 
lion, three-year deal struck between the 
Iranian government and a Chinese con- 
sortium to develop Iran’s mammoth South 
Pars natural gas field. The deal, coming as 
it did amid renewed U.S. sanctions against 
Iran, was a clear signal that the powers- 
that-be in Beijing don’t think the West has 
much of a prayer of preventing Iran from 
going nuclear. 

They may be right. The way the United 
States and Europe have approached Iran’s 
atomic effort over the past half-decade has 
been far from serious. During his tenure, 
President George W. Bush sternly warned 
that the U.S. “would not tolerate” a nucle- 
ar-armed Iran. In practice, however, his 
administration did just that, subcontract- 
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ing its approach first to the EU-3 (the Unit- 
ed Kingdom, France and Germany) and 
then to the United Nations in their hap- 
hazard efforts to attain some sort of nego- 
tiated solution to Tehran’s nuclear 
ambitions. 

Today, the tenor of the rhetoric in 
Washington may have changed, but little 
else has. Despite alarming indicators that 
Iranian nuclearization is only a matter of 
months away, the Obama administration 
is moving forward with plans for “dia- 
logue” in hopes that it can somehow con- 
vince Iran’s ayatollahs 
to give up their nuclear 
project. All of which 
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Minister Benjamin Netanyahu has made 
no secret of his belief that Jerusalem must 
move militarily to eliminate the Iranian 
nuclear threat—with or without approval 
from Washington. This sentiment has 
been echoed by the country’s top military 
brass, which has warned publicly of the 
need to be prepared to go it alone if diplo- 
macy fails. None of this is to say that an 
Israeli military option is attractive, or 
even likely. But neither is it off the table, 
and should Jerusalem take matters into its 
own hands, the economic fallout is likely 
to be significant, as 
world energy prices 
surge upward and re- 
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not necessarily a predestined outcome—at 
least not yet. Despite its historic lack of 
diplomatic engagement with the Islamic 
Republic, the United States still has a great 
deal of economic pressure that it can bring 
to bear on the Iranian regime. America’s 
allies and trading partners, who, almost 
without exception, maintain extensive 
economic ties to the Islamic Republic, pos- 
sess far more. Among the most promising 
is the concept of a gasoline embargo, which 
would leverage the Islamic Republic’s 
deep dependency on foreign refined petro- 
leum to progressively shut off Iran’s access 
to international gas supplies unless it rolls 
back its nuclear effort. If implemented in 
a rapid, robust and coordinated fashion by 
the United States and its allies, this step— 
and others that similarly exploit Iran’s la- 
tent economic vulnerabilities—stands at 
least some chance of changing Tehran’s 
calculus about the potential costs associ- 
ated with their nuclear program. 

Then there is Israel, where new Prime 


mrm anea emee daanan iiia aan aa RAMA TAT 


cross the nuclear threshold in the coming 
year, China could find the results decid- 
edly not to its liking. Iran’s economy, after 
all, is on the skids. As of October 2008, 
Iranian central bank statistics put the na- 
tional rate of inflation near 30%. Unem- 
ployment is rampant, officially pegged at 
over 10% but unofficially estimated to be 
as much as two-and-a-half times that fig- 
ure. Underemployment is likewise ubiqui- 
tous, the result of a chronic nationwide 
shortage of viable job opportunities—and 
an acute failure on the part of the Iranian 
government to create more. 

All of this has been exacerbated by the 
one commodity Iran’s ayatollahs not long 
ago saw as their salvation—oil. With pro- 
duction at almost four million barrels dai- 
ly, Iran is the second largest oil producer 
in the Organization of Petroleum Export- 
ing Countries and a bona fide energy pow- 
erhouse. Economically, however, Iran is a 
one trick pony, relying on oil exports for 
some 85% of government revenue. Over 
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the past several years, this single-sector 
economy has been a boon to the Islamic 
Republic, swelling governmental coffers 
with around $250 billion since 2005, ac- 
cording to the Economist. 

Today, though, things are very differ- 
ent. Since the onset of the global financial 
crisis last fall, plummeting world oil prices 
have sent Iran’s economic fortunes into a 
tailspin—one from which Tehran will find 
it very hard to recover. That is because the 
extensive subsidies doled out by the Irani- 
an regime to its subjects as a sign of gov- 
ernmental largesse have created an 
enormous drag on domestic prosperity. Ac- 
cording to recent International Monetary 
Fund estimates, Iran requires the world 
price of oil to be $90 a barrel to “break 
even,” and above it if it hopes to make a 
profit. With global energy prices only 
slightly higher than half that sum, the Ira- 
nian regime has found itself on the horns 
of a serious crisis, forced to progressively 
deplete its once-massive hard currency re- 
serves or go out of business. 

Given this grim domestic economic re- 
ality, and the fact that a nuclear capability 
would afford it far greater ability to affect 
world markets, Iran may find the tempta- 
tion to ratchet up global oil prices simply 


ma tel Nt 
oo CHINA-IRAN RELATIONS <== 


irresistible once it acquires “the bomb.” All 
of which, of course, would be disastrous 
for the P.R.C. Officially, the Chinese gov- 
ernment still estimates an 8% rate of 
growth for this year—an ambitious target 
for most countries even absent a global fi- 
nancial crisis. But evidence abounds that 
the current downturn has hit China hard, 
and that its real rate of growth will likely 
be much more modest. Which explains 
why the World Bank recently slashed its 
forecast of China’s growth to 6.5%, citing 
plummeting exports and a vulnerability to 
“external shock.” Without Iran as a stable 
energy supplier, even that number is likely 
to be out of reach. 

So far, China’s leaders have been san- 
guine about such eventualities, at least 
outwardly. Officials in Beijing counsel “pa- 
tience” in dealing with the Iranian nuclear 
problem, and reassure Western visitors 
that they are committed to a peaceful de- 
nouement of the current crisis. Increas- 
ingly, however, it is clear that the status 
quo approach embraced by the Chinese 
government over the past half-decade vis- 
a-vis Iran is anything but, and that by em- 
ploying it Beijing risks inflicting great 
harm upon the international community— 
and on its own economic fortunes. i 


Beijing’s Iranian Gamble 
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CAPITALISM WITH 
CHINESE CHARACTERISTICS: 
ENTREPRENEURSHIP AND THE STATE 
by Yasheng Huang 
Cambridge University Press, 

366 pages, $30 
pels 


Reviewed by HUGO RESTALL 


EIJING HAS RESPONDED to the 
global financial crisis with a $586 
billion stimulus package skewed 
toward large-scale infrastructure projects, 
while also directing state-owned banks to 
extend credit to state-owned enterprises. 
The net effect will be to double down on 
an already investment-dependent, state- 
directed economy; some analysts predict 
fixed-capital investment will soon pass 
50% of GDP. 

If Yasheng Huang, a professor at MIT’s 
Sloan School of Management, is right, this 
will hurt China in the long run. He argues 
that by encouraging a high savings rate 
and channeling this capital to urban en- 
terprises, the government has destroyed 
the rural entrepreneurship that initially 
lifted hundreds of millions out of poverty. 
Financial liberalization, deregulation and 
political reform are the keys to rebalanc- 
ing the Chinese economy toward greater 
domestic consumption. 

Some history is necessary to under- 
stand where Mr. Huang is coming from. 
After Deng Xiaoping rolled back Maoism, 
which diverted resources from the coun- 
tryside in order promote heavy industry in 
the cities, rural residents were the first to 
benefit. Deng broke up the collective farms 
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and allowed farmers to manage their own 
plots, leading to a surge in agricultural 
productivity. But the story doesn’t end 
there. In the 1980s, farmers also started 
small-scale manufacturing and service 
businesses, supplementing their incomes. 
Banks provided financing for these town- 
ship and village enterprises, which were 
officially collectively owned but in fact 
were owned and run by entrepreneurs. 
Around 1990, however, a new genera- 
tion of technocratic leaders came to power 
and China changed its growth model. The 
central government embarked on industri- 
al policy on a grand scale, again empha- 
sizing urban industrialization. Shanghai, 
which was relatively neglected in the 
1980s, came to the fore, along with other 
coastal cities. Rural access to credit dried 
up, and the TvEs faded away. Farmers mi- 
grated to the coast to find factory jobs. 
The results were deceptive. Growth in 
GDP continued to be strong, so observers 
both within China and around the world 
hailed an economic “miracle.” Meanwhile 
growth in household income was slowing. 
This gap between app and income growth 
reflects the increasing share of wealth 
controlled by the government and the po- 
litically well-connected corporate elite, 
rather than workers and entrepreneurs. 
Over the course of the 1990s, income 
inequality soared, social mobility slowed, 
and the health and education systems de- 
teriorated. Property rights never enjoyed 
legal protection, but at least during the 
1980s there was confidence that the reform 
trend was moving in favor of greater pro- 
tection; over the last two decades, howev- 
er, this reversed and corrupt local officials 
began to expropriate land and otherwise 


engage in rent-seeking activity. 

Mr. Huang’s forte is explaining why 
China’s apparent strengths are actual- 
ly symptoms of weakness. His last book, 
Selling China: Foreign Direct Investment in 
the Reform Era (Cambridge, 2003) showed 
that the 1990s explosion in foreign direct 
investment reflected the difficulty busi- 
nesses have in working around the impedi- 
ments government places in their way. The 
private sector may be the most efficient 
and fastest growing sector of the economy, 
but it is hampered by regulations and lack 
of access to lending from the 
state-owned banks. So en- 
trepreneurs turn to foreign 
partners—whether real or 
created out of Chinese capi- 
tal that is moved abroad and 
then brought back. 

Likewise, China’s incred- 
ibly high savings rate is fre- 
quently attributed to the 
frugality of the Chinese peo- 
ple. Sometimes it is lament- 
ed that the rate is too high, 
which is supposedly due to 
the lack of a social safety net 
causing households to hold 
onto their income. In fact, Mr. Huang 
notes that Chinese households save less 
than their Indian counterparts; it is gov- 
ernment and the corporate sector savings 
that turns China into a savings superpow- 
er. This suggests that consumption would 
increase if household income were to rise 
in line with GDP. 

Could China go back to the 1980s model? 
In fact, one part of China never abandoned 
it. Zhejiang province, with its famously 
hard-driving business cities of Ningbo 
and Wenzhou, continued to encourage the 
development of private business through 
the 1990s. That makes it the perfect case 
study to juxtapose against neighboring Ji- 
angsu province, which started out at the 
same level of development in 1990 but then 





followed the state-led, rp1-dependent ap- 
proach. Zhejiang has pulled ahead not only 
in per capita income, but in a host of other 
social welfare measures. 

More efficient allocation of capital is 
the key. During the 1980s, the Agricultural 
Bank of Chinaand rural credit cooperatives 
villages lent freely to rural nonagricul- 
tural businesses, but in the 1990s state- 
directed credit went to agriculture in the 
countryside and industry in the cities. An- 
other hallmark of the 1980s was the cre- 
ation of “rural cooperative foundations,” 

essentially village banks 
that sold ownership shares 
and used the share capital 
to make loans. These and 
other informal banking 
institutions were stamped 
out in the 1990s, except in 
Zhejiang. 

Comparisons like that be- 
tween Zhejiang and Jiangsu 
are crucial because Chinese 
statistics are notoriously 
unreliable. Even tracking 
the relative performance 
of government-owned and 
private companies is impos- 
sible; plenty of companies that are nomi- 
nally private are actually public, and vice 
versa. Mr. Huang uses more reliable data 
series like household surveys to tease out 
the truth. But in many cases he simply has 
to present a hypothesis and admit that the 
evidence to prove it does not exist. 

This problem means that trying to char- 
acterize the post-1990 Chinese develop- 
ment strategy is a bit of a Rorschach Test. 
Conventional wisdom classifies it as a vari- 
ant of the East Asian model pioneered by 
Japan. Other economists have hailed it as 
a new model that shows neoliberal pre- 
scriptions are misguided. After all, China 
seems to have succeeded without building 
a rule of law, property rights, democracy, 
the free flow of information and capital, 
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etc. Economists have constructed elabo- 
rate models to show how this is possible. 

Mr. Huang disagrees with both these 
views, essentially saying that to the extent 
reform succeeded in China it was due to 
an early “big bang” of laissez faire liber- 
alization in the countryside, followed by 
a descent into Latin America-style crony 
capitalism. The good news is that over the 
last five years, under Communist Party 
General Secretary Hu Jintao and Premier 
Wen Jiabao, Beijing has focused on raising 
rural incomes. The bad news is that the 
policies designed to achieve this goal are 
still top-down administrative measures. 

That isn’t surprising, since the Hu-Wen 
generation still comes from the same Sovi- 
et-style technocratic background as their 
predecessors. The financial crisis only 
makes it more difficult for them to trust 
that a liberalized banking sector can deliv- 
er growth. Perhaps China will have to wait 
for new leaders to come forward with the 
same breadth of vision and confidence in 
the Chinese people as Deng Xiaoping, Hu 
Yaobang and Zhao Ziyang, the progeni- 
tors of the 1980s renaissance. One can only 
hope that those future leaders are reading 
Mr. Huang’s work. 


THE CLASH WITHIN: 
DEMOCRACY, RELIGIOUS 
VIOLENCE, AND INDIA’S FUTURE 
by Martha Nussbaum 
Harvard University Press, 
403 pages, $18.95 
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Reviewed by S. SUBRAMANIAN 


O THE READER who has just 
turned the final page of Martha 
Nussbaum’s book, the memory of 
its very first sentence must ring with the 
somewhat disappointing clunk of a pre- 
emptive disclaimer. “This is a book about 


India for an American and European au- 
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dience,” Ms. Nussbaum writes as soon as 
she gets off the blocks. A further page in, 
she explains that the book aims to analyze 
the internal tensions that seeded and sus- 
tain the Hindu religious right in India, to 
then help identify the internal tensions in 
its own, Western, audience. But a schol- 
ar of Ms. Nussbaum’s caliber knows, of 
course, that only the broadest connections 
can be made between societies with such 
starkly different histories and evolutions 
as India and America. The sole real les- 
son she extracts for the Western reader 
is that the conflict between “self-protec- 
tive aggression” and “the ability to live in 
the world with others” lies within every 
individual—broad and, unfortunately, not 
terribly original. 

It is likely that The Clash Within was 
written not to hold a mirror to American so- 
ciety but in response to a moral imperative 
that Ms. Nussbaum felt to write about the 
rise of Hindu fundamentalism. This is both 
unsurprising (given her long association 
with, and passion for, India) and welcome 
(given her academic credentials). The Clash 
Within is not a work of original scholarship. 
Rather more usefully for the lay reader, this 
is Ms. Nussbaum’s defense of her reasoned, 
liberal opinion, employing a recapitulation 
of other original scholarship, a handful of 
new interviews and a staunch commitment 
to pluralism. This regularly involves say- 
ing many things that have been said many 
times before. But in this discourse, as in- 
deed in all discourse about fundamentalism 
and violence, the reasoned, liberal opinions 
bear repeating as often as possible. 

The Clash Within takes as its launch-pad 
the horrific communal violence of Gujarat 
in 2002. No commission of inquiry has yet 
been able to satisfactorily determine the 
proximate cause of the fire that engulfed 
a carriage of the Sabarmati Express at the 
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Godhra railway station, killing 58 Hindu 
men, women and children. On the other 
hand, it is widely held in India today that 
the ensuing retaliatory riots, in which mobs 
targeted and killed more than 2,000 inno- 
cent Muslims over a number of days, had 
the tacit compliance of the state police and 
administration. The Gujarat violence has 
been, without question, one of the larg- 
est blots on modern Indian history—in no 
small part because of the state’s inability, 
even seven years later, to prosecute and 
punish those who murdered its citizens. 

Ms. Nussbaum’s interviews with mem- 
bers of the Hindu right 
are perfunctory, intended 
less to analyze their posi- 
tions than to show us that 
they run the gamut from 
misguided ideologues to 
educated, urbane intellec- 
tuals. (“Religious differ- 
ence drives otherwise sane 
people crazy,” she wrote in 
an essay on religious liberty 
last year.) She asks no hard 
questions: Arun Shourie, a 
former Union minister, is 
allowed to blandly blame 
the “current climate of vi- 
olence” on “left-wing historians,” without 
having it pointed out to him that no amount 
of left-wing history-writing can justify vio- 
lence and murder. But she meets with these 
men not to cross-examine them but to suc- 
cinctly humanize the Hindu right before 
she moves on to the more abstract topics of 
what nourishes their beliefs. 

The most convincing chapter of this 
book is a sharp analysis of the merits and 
defects of the Indian Constitution, a doc- 
ument that offers the country’s minori- 
ties many protections, including systems 
of personal law for different religions and 
reserved quotas for different castes. But 
both systems are vulnerable to political 
exploitation, and they have driven vot- 
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ers with “a longing for a politics of poli- 
cy rather than one of identity” toward the 
Hindutva-tinged Bharatiya Janata Party. 
In another chapter, Ms. Nussbaum ana- 
lyzes the politics of three Independence- 
era leaders—Mahatma Gandhi, Jawaharlal 
Nehru and Rabindranath Tagore—and ar- 
gues that while Tagore’s humanism was 
the best model for India, it was Nehru’s 
strict divorce of religion from the public 
sphere that prevailed. She perhaps over- 
estimates Tagore’s influence on the India 
outside of Bengal, but her point about Neh- 
ruvian India still holds: Nature abhorred 
the vacuum that was left 
by the absence of religion 
in civic discourse, and the 
Hindu right has since filled 
that space. 

Other analyses in the 
book sound somewhat less 
plausible. The Rashtriya 
Swayamsevak Sangh, the 
nonpolitical parent of the 
BJP, is as successful as it 
is in enlisting young boys, 
Ms. Nussbaum writes, be- 
cause it is a tempting alter- 
native to the unimaginative 
rote-learning curricula of 
schools. But it is one thing to be the Boy 
Scout equivalent in India and another to 
turn your scouts into ideologues, and Ms. 
Nussbaum fails to chart that latter, more 
crucial process. She uses Freudian arith- 
metic—always in danger of sounding tenu- 
ous—to discuss the shocking incidents of 
rape during the Gujarat riots, but her frame 
of discussion grows so vast that it straggles 
into tired theories of the erotic in Hindu- 
ism. Finally, over two chapters dealing 
with her own beloved world of academia, 
Ms. Nussbaum regains her fluent stride, 
rightly defending the freedom of Western 
academics to research and write on Hin- 
duism, and attacking the Hindu right’s 
attempts to impose a divisive educational 


agenda when the BJP was in power. 

Repeatedly through The Clash Within, 
Ms. Nussbaum makes two throwaway re- 
marks, often parenthetically, the explo- 
ration of which would have enriched her 
discussion. In the first, after stating that 
Indian Muslims have no ties to interna- 
tional Islamic radicalism, she adds that 
the “struggle over Kashmir is an obvious 
exception, but it is not related to the events 
that are my focus.” Yet it is related, if only 
insofar as how the perception of Kashmiri 
Muslims and their alleged allegiance to 
Pakistan colors the thinking of the Hin- 
du right. In the second such instance, Ms. 
Nussbaum observes that the politics of 
the psp have not appealed to the voters of 
south India, something that is still chiefly 
true, although less so than three years ago. 
Discovering the reason behind that trend 
may also reveal the reason for its appeal in 
north and west India, and the motivations 
of the young men who become Hindutva’s 
foot-soldiers in belligerent organizations 
like the Bajrang Dal. 

Considering the gravity of its subject, 
The Clash Within ends on one surprising- 
ly celebratory note. In the 2004 general 
election, the first after the Gujarat riots, 
Ms. Nussbaum points out that the BJP gov- 
ernment was voted out of power. Part of 
the reason was its economic neglect of ru- 
ral India, she admits, but a part was also 
the resilience of the liberal, secular ideal. 
She sees still in India, although she does 
not say as much, the vitality of what John 
Rawls called the overlapping consensus, 
where moral or religious disagreements do 
not threaten the long-term stability of a so- 
ciety. But the past 12 months—with Hindu 
chauvinism’s creep into the south Indian 
state of Karnataka and the suspected de- 
but of a new terror outfit known as Indian 
Mujahideen—has proved that the sanguin- 
ity isn’t quite warranted yet. In the year of 
another Indian general election, that is a 
useful thing to remember. 
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THE LAST CENTURY OF LAO ROYALTY: 
A DOCUMENTARY HISTORY 
by Grant Evans 
Silkworm Books, 448 pages, $60 
EPERE 


Reviewed by GEOFFREY CAIN 


OLLOWING A VICIOUS 20-year 
insurgency by the communist 

Pathet Lao rebels, the charismat- 
ic King Sisavang Vatthana of Laos abdicat- 
ed in November 1975 amid protests in the 
historic capital, Luang Prabang. A skilled 
and opulent diplomat who had graced both 
John F. Kennedy’s White House and the 
Soviet Politburo, King Vatthana took off 
his royal costume and bathed in the Me- 
kong River with commoners, a sign of the 
changing power structure in the Southeast 
Asian country. Yet his fall signified more 
than just a shift away from the century-old 
Lao monarchy. 

As events unfolded, the king realized 
the revolution was turning more grotesque 
and more militant than mere river bathing. 
Royal family members who didn’t flee the 
country were sent to labor camps in 1977, 
where most perished. The new communist 
government, gripped by the revolution- 
ary fervor that had engulfed neighboring 
Vietnam and Cambodia, destroyed royal 
documents in a bid to erase the country’s 
once-beloved monarchy from history. 

Anthropologist Grant Evans, a prolif- 
ic writer on Laos, reconstructs that lost 
history with a treasure trove of newly 
published letters, photographs and inter- 
views with Lao royal family members. The 
breadth of these documents, coupled with 
his own colorful insight into the traditions 
and rituals of the Lao royalty, makes this 
book a godsend for academics researching 
arather obscure topic. 

Mr. Evans argues that the history of the 
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Lao royal family is one of clashes between 
modern French colonialism and tradition- 
al monarchy, as Laos was never a state but 
collection of weak kingdoms being invaded 
back and forth for centuries. Stripping his 
arguments to the bare bones, he contends 
like many anthropologists that the con- 
cept of the state was an artificial creation 
of Western colonization, and that the Lao 
monarchy—once limited to the tiny terri- 
tory of Luang Prabang—is no different. 

Therefore, he claims, the kings of the 
Luang Prabang were in a chronic bind. For 
a century, they juggled 
the interests of their 
own people, powerful 
Siam (now Thailand), 
invading Chinese Haw 
armies, French ad- 
ministrators, and the 
Vietnam War whose 
communist movement 
was pulling them in. 
King Vatthana managed to reconcile the 
push and pull into a secure Lao state in 
1949, although he never quite brought na- 
tional reconciliation through his struggle 
to bring modernity, says Mr. Evans. 

Nonacademics be warned, however, 
that the analysis does get unnecessarily 
dense. “As we can see in the case of the 
role of royal rituals, the loss of enchant- 
ment can mean the depletion of mediating 
symbols between social groups and social 
interests,” Mr. Evans writes. “Social life in 
Laos, however, remains ‘enchanted.’”” Such 
heavy-handed anthropological theory di- 
lutes what should be straightforward his- 
torical documentation, making the book’s 
title deceiving for those seeking a primer 
on Lao kings. But Mr. Evans hails from the 
ivory tower of cultural anthropology, and 
in that field his book surely excels. 

In the same chapter, Mr. Evans jumps 
around to random monarchies in random 
countries, all with different historical con- 
texts, trying to tie them together into some 
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| mr Evans reconstructs the 
history of Lao royalty with 
a treasure trove of newly 
published letters, photo- 
graphs and interviews. | 
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sort of grand anthropological theory of 
royalty. “British anthropologist of caste in 
India Declan Quigly has pointed out that 
the installation rituals of kings often en- 
tail ritual acts that separate them from the 
ordinary rules of kinship, for example,” he 
writes. “In this way their allegiance gives 
the appearance of being general rather 
than particular.” These forced compari- 
sons add little to the reader’s understand- 
ing of Lao monarchy. 

Yet The Last Century of Lao Royalty 
elucidates much needed information on 
the country, which is 
the preserve of a small 
number of scholars. Mr. 
Evans even notes that 
many Laotians were 
“deeply moved” and 
“genuinely puzzled” af- 
ter seeing the unearthed 
photographs, especially 
because many had only 
faint memories of the government’s anti- 
royal purge in the 1970s and 1980s.. 

The more notable letters shed light on 
the power politics between King Sisavang 
Vong and Prince Phetsarath Rattanavong- 
sa, who sparred over whether to endorse 
or reject France when Laos was setting up 
its independent government structure in 
the 1940s. King Vatthana was the winner 
after he gained French support, dismiss- 
ing Prince Phetsarath as prime minister 
in 1946. Other documentation shows us 
King Vatthana’s final days, including the 
last known photo of the king and queen as 
they prayed before their deaths in prison 
camps in 1980 and 1982, respectively. 

Also unique is the book’s focus on ritu- 
al. The documents reveal much about the 
coronations, marriages and deaths of royal 
family members. Many of these rituals are 
otherwise forgotten. 

Mr. Evans concludes by describing the 
royal ceremonies he has attended in re- 
cent years, shadows of the glory they once 
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exalted. Unlike those in the past, most 
gatherings are kept private among ex- 
ile communities in France, he says. And 
while he vividly captures the spooky feel 
of the Lao royalty fading into memory—a 
recurring theme in his book—casual read- 
ers will find his theories get in the way of 
their stories. Nonspecialists should con- 
sult Mr. Evans’s A Short History of Laos 
before tackling this monster of a book. 


A HISTORY OF MODERN BURMA 
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Cambridge University Press, 
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FIERY DRAGONS: 
BANKS, MONEYLENDERS AND 
MICROFINANCE IN BURMA 
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Nordic Institute of Asian Studies, 
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Reviewed by BERTIL LINTNER 


T THE DAWN of the 20th centu- 
ry, Burma was the richest country 
in Southeast Asia. At the dawn of 
the 21st century, it was one of the poor- 
est. Those are the opening lines in Sean 
Turnell’s detailed study of Burma’s politi- 
cal economy from the British colonial era 
to the present. In order to understand the 
events that in 1988 and 2007 brought the 
Burmese out onto the streets of Rangoon 
and elsewhere to demand change, this 
book is a must-read. Together with Mi- 
chael Charney’s history of modern Bur- 
ma, it gives a clear and complete picture of 
misrule and mismanagement of the once 
thriving Burmese economy. — 
Mr. Turnell, an academic at the Depart- 
ment of Economics at the Macquarie Uni- 
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versity in Sydney, is one of the founders of 
Burma Economic Watch, which for years 
has been providing reliable data, analysis 
and commentary on the country’s economy. 
Mr. Charney is a senior lecturer in the De- 
partment of History at the School of Orien- 
tal and African Studies in London, and one 
of his previous books includes a study of the 
relationship between the Buddhist clergy 
and the Konbaung dynasty, Burma’s last, 
which ruled the country before the British 
deposed it in the late 19th century. 

Mr. Charney examines 122 years of 
modern Burmese history, from the com- 
pletion of the British conquest in 1886 to 
the monk-led protests in Jate 2007 and the 
devastation of Cyclone Nargis in 2008. Al- 
though he does not cover the precolonial 
era and the fall of the Burmese monarchy, 
his book could be regarded as the first gen- 
eral history of Burma since John F. Cady 
wrote a book with the same title in 1958, 
and D.G.E. Hall’s classic History of South- 
east Asia, which was first published in 1955. 
Mr. Charney explores the forces that have 
made Burma what it is today: the colonial 
era, which saw the then-capital Rangoon 
dominated by foreigners, mainly Indians 
who had been brought in by the British to 
run the economy and public services; the 
Japanese occupation during World War II; 
ethnic conflicts before and after indepen- 
dence in 1948; and the disastrous “Burmese 
Way to Socialism,” which was introduced 
when the military seized power in 1962 and 
Burma began its descent into isolation and 
economic ruin. 

The last two chapters cover the up- 
heavals from the 1988 prodemocracy up- 
rising—when millions of people across the 
country took to the streets not only in Ran- 
goon but across the country demanding an 
end to military rule and Burma’s unique 
brand of socialism—to a similar, but some- 
what smaller but equally failed uprising 
in 2007. While the military has remained 
firmly in power, the turbulent events of 
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1988 led to the introduction of what was 
supposed to be a market-oriented eco- 
nomic system. But, as Mr. Turnell points 
out, those reforms have turned out to be 
severely flawed, especially in the bank- 
ing sector. According to him, a number of 
banks were “essentially moribund from 
the start—their creation reflecting primar- 
ily a desire amongst their entrepreneurial 
owners to enjoy the prestige of possessing 
‘a bank’ as much as anything else.” Some 
were led by shadowy figures who emerged 
from the frontier areas 
and whose “financial in- 
stitutions” United States 
authorities accused of be- 
ing involved in large-scale 
money laundering for vari- 
ous drug lords. 

On the more positive 
side, United Nations-initi- 
ated microfinance schemes 
have proven quite success- 
ful even though their op- 
erations are limited to only 
three distinct geograph- 
ic regions: the Irrawaddy 
Delta, the “Dry Zone” in the 
central parts of the country and the Shan 
State in the northeast. And, as Mr. Tur- 
nell points out in his detailed and excel- 
lent study, “in the opaque world of Burma’s 
political economy few things are entire- 
ly clear-cut ... [microfinance institutions] 
could transform into sustainable financial 
institutions. Alternatively, microfinance 
could fail to make this leap, and continue 
in the dismal tradition of Burma’s finan- 
cial sector—of just another idea, well-in- 
tentioned and sound in theory, gone wrong 
in application.” 

In 2002, Burma began to experience 
what became a prolonged banking and fi- 
nancial crisis, triggered by the collapse of 
informal finance companies, which Mr. 
Turnell calls mostly “Ponzi” and “pyra- 
mid” schemes. The crisis quickly spread 





to the country’s fledgling, private bank- 
ing sector and Mr. Turnell puts the blame 
on mismanagement by the country’s cen- 
tral bank, an institution that in Burma’s 
military-dominated environment does 
not enjoy operational autonomy. He con- 
cludes that “solving the essential prob- 
lem of creating a viable financial system 
in Burma will require fundamental insti- 
tutional reform of the country’s political 
economy.” Although officially committed 
to free-market principles, the mindset of 
Burma’s military rulers 
is still stuck in their old 
ways of controlling and 
regulating everything in 
sight. Burma, Mr. Turnell 
argues, needs “a govern- 
ment of laws rather than 
of men” to achieve even 
a modicum of macroeco- 
nomic stability. 

Political stability is also 
needed, judging from Mr. 
Charney’s account of Bur- 
ma’s modern history, rife 
as it is with political and 
ethnic conflicts, failed up- 
risings in the urban areas and severe re- 
pression of any kind of dissent. In view of 
recent revisionist interpretations of a gen- 
eral election that was held in May 1990 
resulting in a landslide victory for the Na- 
tional League for Democracy, it is also re- 
freshing to read Mr. Charney’s statement 
that the regime indeed did step back from 
its promises. The 485 elected members of 
the national assembly were never allowed 
to meet; instead, 100 of them were hand- 
picked to sit together with more than 600 
other handpicked delegates to draft a new 
constitution. 

That was not what the regime promised 
before the election was held, but several 
Western observers seem to believe that the 
election was not for a Pyithu Hluttaw, i.e. a 
legislative assembly, which the government 
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had stated over and over again, but for only 
a constitution-drafting body. Quoting press 
reports at the time, these observers confuse 
what the government has promised with 
what we, journalists who covered events 
at the time, suspected would be the case: 
the lack of a constitution, since the old one 
had been abolished in 1988, could be used 
as an excuse for not convening the national 
assembly in case of an NLD victory. Which 
is exactly what happened. 

As Mr. Charney points out, the election 
result came as a shock to the ruling junta. 
Evidently, the “wrong” party won, so the 
rules had to be changed—for no one be- 
lieves that the elected assembly would not 
have been convened if the military-ruled 
National Unity Party had won. An NUP vic- 
tory would hardly have led to the arrest 
and exile of dozens of its mps elect, anda 
20-year wait for a new constitution to be 
drafted. The assembly would have been 
convened within days, and, among other 
duties, empowered with the task of draft- 
ing a new constitution, as the military had 
promised before the election was held. 

At the same time, Mr. Charney points 
out that the failure of the democratic op- 
position to prevent the entrenchment of 
military control, particularly during and 
immediately after the August-Septem- 
ber 1988 uprising, “meant that it has lost 
its best and perhaps only real opportunity 
to establish a civilian government.” And, 
being cowed into submission before the 
1990 election, the prodemocracy move- 
ment was unable to mobilize popular sup- 
port to claim its victory at the polls. And 
when tens of thousands of monks led re- 
newed protests in late 2007, there was no 
political movement that could lead the rest 
of the population and give it a sense of di- 
rection. As in 1988, the army was sent in 
and violently suppressed the protests. The 
military once again demonstrated its pen- 
chant for brutality as well as its remark- 
able staying power. 
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Between 1962 and 1974, there were 64 
military takeovers throughout the world, 
most of them entailing the overthrow of 
civilian governments. Only two of these 
takeover military governments remain to- 
day: Libya, where Col. Moammar Gadhafi 
seized power in 1969, and Burma, where 
the military has been in power under vari- 
ous guises since 1962. The survival of suc- 
cessive military regimes in Burma is one 
of the enigmas of Southeast Asian politics. 
These two books help us understand why 
this was possible—and how a once pros- 
perous country has become a tragic, eco- 
nomic wreck. 


THE BLOODY WHITE BARON 
by James Palmer 
Basic Books, 288 pages, $26.95 
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Reviewed by IAN CHESLEY 


OR RUSSIANS, THE Central Asian 
E steppe possesses a mythological 
power that is somewhat analo- 
gous to the American West for Americans. 
The expansive grasslands, the endless des- 
erts, the snowcapped mountains looming 
on the horizon—all of these contribute to 
a sense of spiritual purity, but at the same 
time seem to invite unspeakable acts of vi- 
olence. The American West has inspired 
countless fictional characters, from the 
spaghetti westerns of Sergio Leoni to the 
terrifying brutality of Cormac McCar- 
thy’s Judge Holden. Likewise, Russian 
writers from Pushkin to Blok have looked 
to Russia’s Scythian prehistory and its 
Asian frontiers as a place to explore what 
it means to be Russian. 
James Palmer, an award-winning trav- 
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el writer, had no need to look any further 
than the historical record to find a char- 
acter that could out-gallop any Scythian 
horseman and out-murder any Western 
outlaw. Central Asia’s real-life version of 
the Judge was Baron Ungern-Sternberg, a 
Russian-German aristocrat who, in the af- 
termath of the Russian Revolution, headed 
eastward to set up an independent Mon- 
golian state in vicious opposition to the 
both the Red Army and the broken Chi- 
nese Republic. Presenting himself to the 
Mongolian people as nothing less than an 
incarnated Buddhist 
deity, he claimed his 
berserk rule was an 
extension of Genghis 
Khan’s legacy. 

Mr. Palmer traces 
the life of Baron Un- 
gern-Sternberg from 
his childhood in the 
Russian Baltics, the 
same place that spawned some of the most 
extreme German nationalists of the Wei- 
mar period. Unlike Hitler and Stalin, who 
had pretensions to culture and civiliza- 
tion even as they committed their worst 
atrocities, there is no sign of order in Mr. 
Palmer’s account of the baron’s childhood 
in Estonia. Booted from one school after 
another for misbehavior like defenestrat- 
ing his textbooks, his family sent him to 
a military school in St. Petersburg, gen- 
erously letting the headmaster know in 
advance that “if you feel it necessary to ex- 
clude him, I undertake to take him back 
under my care without delay.” Mr. Palmer 
even manages to uncover evidence that the 
12-year-old baron attempted to strangle a 
neighbor’s pet owl, which is an auspicious 
start for a Eurasian butcher. 

Whereas schoolwork clearly failed to 
engage the mind of the young baron, St. 
Petersburg’s pseudo-intellectual atmo- 
sphere left its mark on him. The prewar 
Russian middle class and intelligentsia 
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were in the grip of Eastern mysticism, or 
at least the version promulgated by the 
Theosophists. Madame Blavatsky and 
her acolytes borrowed from Asian reli- 
gions a la carte, teaching the benefits of 
universal consciousness and reincarna- 
tion. Alongside the mystics was a genera- 
tion of scholarship examining the roots of 
Russian culture from the point of view of 
the Mongol rule of the Middle Ages; his- 
torians and archeologists were locating an 
Asian past in the very Russian soil. Avant- 
garde painters responded to the market for 
Orientalist primitivism, 
giving rise to one of the 
most brilliant ages in 
the history of art. 

Baron Ungern- 
Sternberg went in a 
less creative direc- 
tion. Quitting school, 
he joined the Russian 
army as a regular sol- 
dier to fight in the Russo-Japanese War 
of 1904-5. While the war was technically 
fought over territory, it activated a millen- 
nial fear among Russian intellectuals: the 
so-called “Yellow Peril,” or the idea that 
Asia would rise and conquer Europe just 
as the Mongols had threatened to do hun- 
dreds of years ago. The baron, combining 
his interest in Eastern spiritualism with 
an aspiration to uphold what he interpret- 
ed to be the fading values of European ar- 
istocracy, would eventually try to harness 
the menace of Asia to his own ends. 

In the process of telling the baron’s story 
of conquest and slaughter, Mr. Palmer man- 
ages to cover a huge amount of Asian histo- 
ry during the turbulent 1920s. The Russian 
Far East and Manchuria became a haven for 
White Russians, who had fled the revolution 
and formed a large expatriate community 
in Harbin. Imperial Japan, emboldened by 
its victory in the Russo-Japanese War, was 
increasing its efforts to manipulate main- 
land politics. Even a “Czechoslovakian Le- 





gion” of 50,000 former prisoners-of-war 
found itself clashing with the Soviet army 
in the middle of Asia. 

It was into this chaotic new world that 
Baron Ungern-Sternberg, in 1917, was re- 
leased from military prison after a stint for 
a drunken brawl with a hotel clerk during 
the First World War. Just before Lenin’s 
October Revolution, the baron was busy 
with a bizarre plan to mobilize an Assyr- 
ian regiment against the Turks, which was 
a harbinger of his later adventures in Mon- 
golia. It was also during this time that he 
teamed up with a half-Buriat, half-Cos- 
sack named Semenov, who would become 
the baron’s partner in destruction back in 
Siberia. Semenov’s connection to the Bu- 
riats, an ethnicity related to the Mongols, 
helped Ungern recruit large numbers to a 
new regiment that would fight against the 
approach of the Communist army. 

The force the baron raised in Asia was 
full of characters, like Sipalov, the sadis- 
tic torturer with Tourette’s syndrome, or 
Colonel Rezukhin, whose name fittingly 
means something like “Cutter.” They car- 
ried out the baron’s system of discipline, 
which involved severe lashings for the 
very least offenses. By 1920 it was becom- 
ing clear that the Manchurian Regiment, 
as the baron’s army was called, could not 
hold Russian territory and crossed over 
into Mongolia. There Ungern changed his 
mission and decided to become the rein- 
carnation of Genghis Khan, taking up the 
cause of an independent Mongolia and 
installing the Bogd Khan as its leader. 
The Bogd Khan, in Mr. Palmer’s descrip- 
tion, was something like the Dalai Lama 
in Mongolian Buddhism, except that this 
Lama was acorpulent bon-vivant who was 
drunk much of the time. 

The Bloody White Baron presents a vast 
panorama, and Mr. Palmer successfully 
manages to capture the wider picture of 
proto-Nazism and postrevolutionary cha- 
os and Asian politics, while at the same 
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time painting small-brush portraits of 
truly unique characters in a tiny, forgot- 
ten chapter of Asian history. 


RUNNING MOTHER 
AND OTHER STORIES 
by Guo Songfen 
Columbia University Press, 
259 pages, $29.50 





Reviewed by PAUL MozuR 


OO OFTEN FICTION is forgotten 
or cherished based on a set of ar- 

bitrary conditions separate from 
the literary quality of a work. Fair or not, 
obscurity has been the fate of many great 
writers, especially those writing in lan- 
guages other than English or in exile from 
their native country. Although undoubted- 
ly a member of the well-known Taiwan- 
ese modernist authors who emerged in the 
1960s, this has unfortunately been the fate 
of Guo Songfen. 

Guo, who passed away in 2006, lived 
the final 40 years of his life in New York 
City, in exile from Taiwan. Branded a 
“communist bandit” after meeting with 
Zhou Enlai in 1974 to coordinate with the 
mainland over the United States’ attempt 
to return the Senkaku or Jianguo islands 
to Japan, he would never again live in his 
native country. 

His banishment meant that unlike many 
other mainstays of the modernist move- 
ment such as Bai Xianyong, Wang Zhenhe 
and Wang Wenxing, Guo was at aphelion 
from the Taiwanese literary world. This 
combined with his relatively small output, 
most of which came in the 1980s well after 
the heyday of the movement, has ensured 
his name thus far does not grace even the 
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indices of the best Taiwanese literary crit- 
icism. 

But Guo will hopefully emerge from rel- 
ative obscurity with the appearance of this 
new volume of translations of six of his sto- 
ries. Taiwan’s modernist movement stands 
out from Chinese literature at the time for 
its focus on language, psychology and sym- 
bolism, but many of its most famous ex- 
emplars are only tangentially focused on 
Taiwanese identity or politics. For Guo, this 
is anything but the case. 

As editor and head of 
the Chinese program at the 
Graduate School of Trans- 
lation and Interpretation, 
Monterey Institute of Inter- 
national Studies, John Bal- 
com writes in his excellent 
introduction, Guo’s gaunt 
and haunting psychological 
prose stands out from Tai- 
wan’s modernist movement 
for its focus on the deep 
traumas of Taiwan’s 20th- 
century history. Mr. Balcom 
rightly argues Guo’s work 
is “as much a reflection of personal idio- 
syncrasy as it is an allegory of the histor- 
ical situation in which he found himself 
trapped: his modernism is a ‘symptom’ and 
a form of his troubled state of existence.” 

Indeed Guo’s stories feel the distinct 
product of an author writing far away from 
home. But the distance has not dulled Guo’s 
political eye; instead, each story feels the 
output of an author who has suffered and 
ruminated on the effects of history on his 
country. By turns redolent of Franz Kaf- 
ka and W.G. Sebald, Guo’s fiction expertly 
captures the distance of the common peo- 
ple from the great political swells of the 
time, the absurdity felt when those move- 
ments brutally impinge on people’s lives 
and the power the resultant tragedies, 
though buried beneath decades, hold over 
their victims. 
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The story “Moon Seal” follows a recently 
married Taiwanese couple from the Japa- 
nese occupation of Taiwan through World 
War II to the Kuomintang era. Tiemin, the 
husband, is stricken with tuberculosis for 
much of the war, and as a result the couple 
lives in the countryside, isolated from the 
political developments during and directly 
after the war. As Tiemin convalesces, he 
becomes increasingly involved in politics, 
leaving behind his naive wife, Wenhui, to 
enter a world of parlor po- 
litical conversations that 
become debates and even- 
tually machinations. By 
the end of the story, Ti- 
emin and his cohorts are 
executed, presumably vic- 
tims of the White Terror, 
for their subversive activi- 
ties, leaving Wenhui shat- 
tered, alone and unable to 
understand that her report 
to the police of a trunk of 
books Tiemin was hiding 
could lead to his execution 
in a matter of weeks. 

There is a moment in the story, which 
is told from Wenhui’s perspective, when 
she recalls a trip to the Taipei zoo with 
Tiemin. In preparation for the expected 
bombing of Taipei all of the animals in 
the zoo are electrocuted and preserved as 
specimens in their cages so that they will 
not harm anyone if they break free. The 
animals come to stand for Tiemin and his 
friends, killed for being only the slightest 
of threats. And as surreal as Wenhui’s rec- 
ollection of a zoo of immobile specimens 
is, it is just as surreal for her to learn that 
her simple report has led to the death of 
her husband, a bitter truth that she, by the 
end of the story, still cannot choke down. 
Even religion cannot help her: “The Bible 
.. She carried around with her all the time 
lay at her feet. But she still couldn’t figure 
it out.” 


In the bizarre masterpiece “Brightly 
Shine the Stars Tonight,” Guo more ex- 
plicitly points to the lesson he wishes to 
impart in the words and thoughts of a gen- 
eral sentenced to death for “advocating de- 
fection.” 


‘Human history is not to be trusted/hu- 
man dispute deserves no mention’ ... With 
one turn, he would find himself at the oth- 
er end of time. What he once possessed, 
he no longer needed to possess. Insults or 
threats couldn’t harm him in the least, for 
he was beyond holding or destroying. 
Regardless of how the wind flipped the 
pages of the thick tome of history, all mat- 
ters rested in utter darkness. 


Although often eloquent (“He appeared 
shy, like a fire lit in the wind”), Guo’s psy- 
choanalytic obsessions—which occasion- 
ally feel flat and lifted from Freud’s now 
dusty, yellowed playbook—and lyrical 
risks ensure that his prose is pierced by a 
few groaners. For instance, in the titular 
story “Running Mother,” a psychologist 
blurts out, “The world is filled with such 
brilliance on account of the complicated 
mother son relationship.” Guo also makes 
ample use of the one line paragraph, at 
times to brilliant, poetic effect, but at oth- 
er times the style leaves his stories choppy 
and plodding. 

But despite these peccadilloes, Guo re- 
freshingly and poignantly portrays the 
political reverberations of Taiwan’s turbu- 
lent 20th century. In “Running Mother,” 
the protagonist suffers recurrent dreams 
about his mother running from him and 
leaving him alone as a child. In many ways, 
Guo’s homeland is arunning Taiwan and in 
his stories everything from identity to love 
to memory is fleeting, the stuff of phan- 
tasmagoria. When dealing with the politi- 
cal realities that face a country that has 
so long dwelt in the political netherworld, 
first as an appendage of Japan and later as 
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China’s estranged brother, Guo is an im- 
portant writer to consider. He expertly 
shows that the shambling movements of 
history are outside human understanding 
and subtly traces the many scars and cra- 
ters these movements have left on Taiwan 
and its people. 


NEW CHINA, NEW ART 
by Richard Vine 
Prestel, 256 pages, $60 
we" 


Reviewed by PETER NEVILLE-HADLEY 


HE AVERAGE FOREIGN Visitor to 
Beijing first encounters Chinese 
art at the Oriental Plaza shopping 
mall or Liulichang “antiques” street, in the 
form of engaging ingenues who strike up 
conversations in haphazard English and 
who claim to be art students. 

They have an exhibition nearby, free to 
enter, which is raising funds for a trip to 
show their work in Europe. This overseas 
project has apparently been imminent for 
more than a decade now, and those fool- 
ish enough to accompany the students en- 
counter high-pressure sales tactics that 
would shame those of the time-share 
property industry. 

The works on show, maudlin daubs 
mostly only suitable for chocolate box 
lids, depict cute children, slender women 
in leg-revealing gipao gowns, and the capi- 
tal’s signature hutong (alleys). No sooner is 
one of those “unique” works taken down, 
wrapped, and seen to be disappearing 
down the street under the arm of its new 
owner, than an identical work is hung in 
its place. 

Yet this is merely the shallow end of 
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an ocean of deception in which even the 
serious collector may quickly get out of 
his depth, let alone the unwary visitor 
who ventures into one of the studio-gal- 
lery enclaves for genuine avant-garde art 
and artists now found in guide books and 
on tourist itineraries. Whether the lure is 
headlines about soaring prices for Chinese 
art or only the desire to take home a sou- 
venir that’s more stimulating than fake 
pearls or a knock-off designer T-shirt, a 
thorough read of Richard Vine’s overview 
of China’s contemporary art scene, New 
China, New Art, should come first. 

Mr. Vine, senior 
editor for Asia at Art 
in America magazine, 
does not set out to pro- 
vide a buyers’ guide to 
Chinese art, but wants 
instead to answer the 
question, “Why does 
contemporary Chi- 
nese art look the way 
it does?,” and he provides a series of gen- 
erously illustrated chapters covering sig- 
nificant works in painting, sculpture and 
installation, performance, photography 
and video, with brief biographies of those 
who created them. 

But diligence in answering his own 
question makes unavoidable the descrip- 
tion of assorted shenanigans at even the 
deepest end of the avant-garde. In in- 
troductory comments on Chinese art’s 
progress from the end of the Cultural 
Revolution to the present day, he mentions 
that until recently avant-garde artists 
“tended to be extremely lax in their re- 
cord-keeping,” and goes on to remark that 
particularly since Chinese art has gained 
the attention of the international market, 
artists “tend to make numerous copies or 
variants of their signature pieces.” 

In short, just like the “art students” in 
the shopping mall, they cheat their cus- 
tomers, if with a little more ambiguity. 


[The Chinese avant-garde 
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But at this stage in the book Mr. Vine can’t 
quite seem to bring himself to say this in 
so many words. The title of this introduc- 
tory chapter is “Why China? Why Now?” 
The frank answer from artists, dealers and 
critics alike should be simply: “Because 
there’s money to be made!” 

By the final chapter, the language is 
more direct, with talk of “blatant imitation 
of other artists’ works, willingness to pay 
for art criticism and museum exposure, re- 
fusal to adhere to dealer-artists exclusivity, 
an elastic notion of ‘limited’ editions, and 
mass replication of the artists’ own most 
successful motifs.” 

Even the country’s 
most prestigious art 
museums hire out their 
spaces and with them 
their imprimatur. Some 
curators are equally 
for hire as are the au- 
thors of monographs 
and magazine articles, 
and art auctions are routinely fixed with 
the use of bidding rings and behind-the- 
scenes discounts for preferred clients. 

The Chinese art industry is in fact lit- 
tle different from any other in the coun- 
try, able to exploit cheap manufacturing 
space and low costs of materials and labor 
which enables some artists to have large 
teams of assistants to do the grunt work at 
kiln or easel. But while there’s an obvious 
if not physically present “made in China” 
sticker, there’s no “School of” label to un- 
dermine the price. 

That a piece is indeed obviously “made 
in China” is rather crucial to the West’s 
desire for it. As Mr. Vine puts it early on in 
the book, “The artists who have recently 
caught the fancy of the international art 
world ... are almost exclusively students of 
the Western avant-garde who deploy their 
Chinese references with cunning irony.” 

Again, he might more directly observe 
that many Chinese artists are simply pro- 
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ducing what will sell, and irony has less to 
do with the issue than commerce. He does 
elsewhere recognize that “Old China”—be 
that classical images or clichéd, square- 
jawed worker-heroes of Soviet-influenced, 
20th-century propaganda—is used as an 
image bank and plundered at will. 

But so is the Western canon from Man- 
tegna to Modigliani, and it is perhaps partly 
as aresult of this intention to communicate 
with the viewer’s wallet and use a familiar 
visual vocabulary that means there’s very 
little about modern Chinese art that truly 
has the inscrutability 
Westerners are often 
predisposed to look for 
in China, and which 
is in fact rather more 
commonplace in West- 
ern avant-garde. It’s 
a pleasure to find Mr. 
Vine asserting, against 
the current of old china 
hand and equally self-serving Chinese na- 
tionalist thought, that the struggle to gain 
critical and commercial acceptance over- 
seas has curiously made Chinese art acces- 
sible to anyone. The Chinese avant-garde 
has now merged into what he tartly labels 
“the international monoculture.” 

Avant-garde seems in fact an entirely 
inappropriate term for an art that is most- 
ly concerned with looking back rather 
than forward, that rarely seems to find 
any subject of discussion other than the 
Chinese condition and whose comment 
even on that is often timid and almost 
never political. 

Chinese artists are involved in the same 
Faustian bargain as the rest of society, ac- 
cepting economic freedoms in return for 
relinquishing political ones. Emerging 
from the shackles of the Cultural Revolu- 
tion, art beyond the delicately represen- 
tative or overtly propagandist remained 
without much of a public forum until for- 
eign recognition came along. It was the late 


FAR EASTERN ECONOMIC REVIEW > 


mannaucnicamen fret anann: 


[ Foreigners who buy 
thinking they detect a hint 


of political rebellion are in 
fact merely helping to tie 


the gag a little tighter. | 





1990s before there were galleries to dis- 
play and sell avant-garde art, and the cur- 
rent explosion has come about in around a 
decade, after the government recognized 
that avant-garde Chinese art could both 
enhance the country’s image abroad and 
rake in big hard-currency profits. There’s 
relatively little interference now, but then 
most take care to give little cause. Foreign- 
ers who buy because they think they de- 
tect a hint of political rebellion are in fact 
merely helping to tie the gag a little tighter, 
while simultaneously assisting the author- 
ities in promoting an 
entirely unwarranted 
image of tolerance. 

There’s perhaps 
more sign of real radi- 
calism in performance 
art, photography, and 
video—all media with 
much shorter histories, 
although traveling in 
the slipstream of the West. Even here, if 
there’s any challenge or confusion for the 
viewer it’s in assuming that works with a 
similarity to Western ones come with sim- 
ilar cultural freight. As Mr. Vine points out 
in more than one chapter, art in China has 
not gone through the same stages of de- 
velopment as art in the West, and can ab- 
sorb foreign ideas entirely out of sequence. 
Abstraction, for instance, was a bold step 
in the West, but in China it’s little differ- 
ent from some computer technology de- 
veloped with research and investment by 
the West, now available in a plug-and-play 
form to Chinese artists. 

Much of performance art, photography, 
and video work seem to have no other aim 
than to shock, particularly in its use of nu- 
dity. But like the Chinese potboiler novels 
that have appeared over the same peri- 
od of time, they come 30 years too late to 
shock the West. An exception would be the 
use of self-torture, the mutilation of live 
animals, and the employment of dead chil- 
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dren as props, going far beyond legal limits 
in the West, but which has now attracted 
new regulations from a government that is 
more reactive than proactive. 

Regardless of all this, a visit to Beijing’s 
artist enclaves is only likely to stimulate 
rather than shock. The now very commer- 
cial Da Shanzi or 798 art district merges 
art, fashion and light entertainment. At 
the rather more serious Caochangdi, some 
galleries still aim for a nurturing and ex- 
clusive relationship with artists who in 
general are typically more given to self- 
promotion and sales opportunism. 

But the investment bubble has burst. 
Galleries are closing across Beijing, and 
few of this year’s 208,000 art students at 
university level are going to find them- 
selves living the high life they may have 
hoped for. The best-known works of the 
most successful artists can be found in 
ready-made copies at the Panjiayuan mar- 
ket for $30, or produced on demand by job- 
bing painters. 

If the quantity of ready-mades is any 
measure, then it is Yue Minjun’s hyena- 
like self-portraits that make him the most 
popular artist in China, as the appearance 
of one of his trade-mark images on the 
cover of New China, New Art also seems 
to confirm. But it’s long past time serious 
Chinese artists got over the fact that Mr. 
Yue’s pieces sold for $5,000 in 1994 and 
nearly $7 million in 2008. 

And it’s equally long past time to move 
on from the juxtaposition of typically 
Chinese images with the logos of West- 
ern consumerism, or the adaptation of 
Western masters to new ends. These have 
become almost as tired as the expression 
“New China” itself. 

New China, New Art has a few errors in 
the names of people and places that sug- 
gest a sharper editorial eye was needed, 
and gives a brief history of China full of 
painful clichés, but nonetheless it is an 
essential introduction to contemporary 
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Chinese art, and often more thought-pro- 
voking than the works it discusses. 


CHINESE WHISPERS: SEARCHING 
FOR FORGIVENESS IN BEIJING 
by Jan Wong 
Atlantic Books, 336 pages, £12.99 





Reviewed by JONATHAN MIRSKY 


N 1973, WHILE she was a student 
I in Beijing, the Chinese-Canadian 

Jan Wong, then a red-hot Mao- 
ist, informed on a Chinese, Yin Luoyi. Yin 
immediately disappeared. As Ms. Wong 
says, Yin could have been shot. That inci- 
dent preyed on her mind after she reread 
her student diary in 1994, near the end of 
her time as a well-known Beijing corre- 
spondent for the Toronto Globe and Mail. 
She realized that at the age of 20 “I had 
thoughtlessly destroyed the life of a young 
woman I didn’t even know. Deep down I 
was afraid to look for Yin.” Ms. Wong not- 
ed this event in the excellent memoir of 
her student days, Beijing, Red China Blues, 
published in 1996. The “ratting out,” as she 
now writes in her breezy youth-demotic, 
caused some readers to condemn her. 

Ms. Wong returned to Beijing 33 years 
later with her husband Norman and two 
sons, to do something many other people 
would have avoided: find Yin Luoyi—if she 
still existed—and apologize to her. I’m not 
going to reveal if she succeeded. 

The hunt for Yin and its outcome would 
have made a good 5,000 word feature. As it 
is, much of the book is padded out with pot- 
ted history and a wise-cracking account of 
trekking around Beijing with two grumpy 
teenagers and a long-suffering husband, 
an American with an impeccable Com- 
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munist pedigree, who Ms. Wong calls “Fat 
Paycheck.” That very loosely translates the 
Chinese name Norman received in China 
where she met and married him during the 
Cultural Revolution. This is one of her ir- 
ritating habits: translating Chinese names 
into English, which makes them sound ei- 
ther absurd or weird. We meet a friend, for 
example, called “Spring Plum.” It’s as if a 
Chinese translated the name Fletcher into 
Arrowmaker. 

But her most annoying stylistic habit is 
her faux-conversational mode, so that in- 
terjections pop up inside sentences, as in 
“round off the bill to, oh, fifteen thousands 
yuan” or “I reluctantly obeyed because, 
well, I thought it was the revolutionary 
thing to do.” She is 54 years of age on this 
trip, but feels it necessary to appear lin- 
guistically hip and constantly self-depre- 
cating. 

This is a pity because Ms. Wong has a lot 
to say about China in the early 1970s and 
about how Beijing has changed, as have the 
lives of her old colleagues, some of whom 
have become rich by almost any standard. 

Abandoning the hip lingo, Ms. Wong 
records straightforwardly how she had 
brainwashed herself (she uses that word) 
before she went to China and allowed the 
process to continue when she got there in 
1972. She is straightforward, too, in her de- 
scription of how the Cultural Revolution 
remains a poisoned subject. “Everyone in 
China compartmentalizes the Cultural 
Revolution, storing the nightmare away 
in the far recesses of their minds. Spouses 
hide what they did from each other. They 
don’t tell their children or friends.” 

The children of old friends from the 
early 1970s are wholly ignorant of the 
years of Maoist suffering and are equally 
blank or bored about Tiananmen in 1989 as 
well. She finds out that Beijing University 
does not hold records for the time she was 
a student there, or for many other years. 
She writes: 


FAR EASTERN ECONOMIC REVIEW 


I was shocked. The entire Maoist era is a 
black hole. Twenty-eight years of the uni- 
versity’s history is missing. Who attend- 
ed, who studied what and earned which 
degrees, our transcripts, our trespasses, 
all gone. According to university records 
my classmates and I never existed. We 
have been airbrushed from history, in this 
country of meticulous record-keeping, in 
a nation with the longest unbroken histo- 
riographical record in the world. 


As Ms. Wong might say, well, no. Any- 
one who has studied Chinese history from 
the earliest times finds out very soon how 
much airbrushing went on in the histori- 
cal record, which was officially designed 
to “praise and blame.” 

The core of this story, the search for a 
person once persecuted because of a bad 
deed done by the author and her meetings 
with old friends and persecutors, is well- 
told and is a brave one. Ms. Wong can be 
very hard-hitting. At a banquet where one 
of the guests is her ex-teacher, Fu the En- 
forcer (in this case the name is appropri- 
ate), from her role as a Party thug 33 years 
before, Fu says she can’t recall the event, 
although it was Fu to whom Ms. Wong 
“ratted out” Yin. Fu assures Ms. Wong: 
“I guarantee you she left the country. For 
sure.” Ms. Wong searches Fu’s face “to see 
if she’s lying. It seems she really doesn’t re- 
member. To be fair, I didn’t remember Yin 
either until I reread my diary. But the real 
difference is that Fu the Enforcer doesn’t 
care. She’s not the slightest bit upset. Per- 
haps the landscape of her memory is lit- 
tered with bodies. One more victim means 
nothing.” 

Perhaps this is the moment to divulge 
Yin’s crime back in 1973. Yin had said to 
Ms. Wong, “I want to go to America. Can 
you help me.?” If the fact that this request 
could bring the Party crashing down on 
her sounds almost Paleolithic, recall that 
words like Democracy, Tibet, Taiwan, 
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Tiananmen or Dalai Lama, which appear 
on the Internet today, can bring a knock on 
the door and imprisonment. 


GLOBAL SHANGHAI, 1850-2010: 
A HISTORY IN FRAGMENTS 
by Jeffrey Wasserstrom 
Routledge, 224 pages, $39.95 
Cc —e- 

Reviewed by REBECCA KANTHOR 


EFFREY WASSERSTROM FRAMES 
Shanghai as a place reaching be- 
tween past and future to become 
a global city. His book, Global Shanghai, 
1850-2010, chooses next year’s Shanghai 
World Expo as a focal point. Coming so 
soon after the Beijing Olympics, the Expo 
is described by Mr. Wasserstrom as part 
of a “one-two punch to 
knock out old conceptions 
of China.” As the country 
prepares for its “Shanghai 
sequel,” it’s certainly an 
appropriate time to consid- 
er the city’s historical place 
on the international scene. 
A book about Shanghai’s 
history that from the start 
considers its future, Global 
Shanghai is not organized 
like traditional history nar- 
ratives. Mr. Wasserstrom di- 
vides his “snapshots” in time 
into seven chapters, each 
separated by a 25-year break. Snapshots 
are a fitting description, as each chapter 
only touches briefly on the vast changes 
the city underwent in each year as well as 
those in between. At first this format was a 
bit annoying, but by the later chapters and 
culminating in the conclusion, Mr. Was- 
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serstrom’s logic makes sense. Through 
these fragments, readers are led to a mul- 
tifaceted analysis and questioning of the 
various histories, myths and forecasts of 
Shanghai. 

As Mr. Wasserstrom points out, Shang- 
hai is a city that conjures up images of both 
an exciting past and a futuristic present. 
Descriptions of Shanghai reference a 
Bladerunner future and European colo- 
nial past, as they try to describe the feel- 
ings and influences that clash and collide 
on the urban landscape. And because of 
these “city myths,” an imagined Shang- 
hai is often stranger than its reality. Mr. 
Wasserstrom, who has lived in and visit- 
ed the city since the 1980s, writes of being 
vaguely disappointed on his first trip. On 
each subsequent visit though, he describes 
being thrown into culture shock as he 
struggles to comprehend all the changes 

that have taken place in his 
absence. Each time he vis- 
its, he finds it has become 
more like the city he once 
imagined it to be. 
One element of the 
imagined Shanghai is its 
“fairytale” birth. The book 
starts from this point, and 
it serves as a precedent 
for further myth-busting. 
The narrative embraced by 
many Shanghailanders (as 
the foreigners who lived in 
treaty-port era Shanghai 
called themselves) is that 
before 1843 Shanghai was a mere fishing 
village, and that the arriving Westerners 
created “something from nothing in an 
almost magical way.” Mr. Wasserstrom 
dissects this fairytale and explores how 
this myth developed while also introduc- 
ing the other version of Shanghai’s begin- 
nings, which go back to 1291. 

Mr. Wasserstrom chooses to begin his 

snapshots with the year 1850, the year that 
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Shanghai’s first newspaper was launched, 
the English-language North China Her- 
ald. Each chapter flits between highlights 
of a defining year, before settling on one 
greater theme. Chapter after chapter takes 
the city from its arrival on the global stage 
in 1850 up to the hosting of the 2010 World 
Expo in the near future. 

Throughout, the tone is academic, 
which is sometimes awkward in the first 
few chapters as the author explains the 
book’s structure. But by the time 1925 
rolls around, Mr. Wasserstrom has hit his 
stride and his descriptions and arguments 
are well researched and presented. Using 
newspapers, tourist guides, memoirs and 
photographs, he makes his points and 
backs them up. Best of all, he’s not afraid 
to reach to some pretty unexpected sourc- 
es for inspiration. 

For instance, he employs a bit of charac- 
ter development to imagine how two for- 
mer residents of Shanghai, one Chinese and 
one foreign, would prepare to revisit their 
former home after years of absence. This 
technique could be seen as a bit out of place 
in a historical work, but is a useful way for 
Mr. Wasserstrom to explore the sources of 
information available in Chinese and Eng- 
lish to travelers to Shanghai in the 1970s. 

Mr. Wasserstrom’s overarching argu- 
ment is that Shanghai, rather than follow- 
ing a straight trajectory to develop into a 
global city following the New York, London 
or Paris model, instead is undergoing a pro- 
cess of “reglobalization.” By this he means 
that Shanghai is reaching back to its treaty- 
port past for inspiration as it propels itself 
toward an imagined future. 

Through the book, Mr. Wasserstrom also 
focuses on the idea of a “New Shanghai.” 
While historians often dwell on Shanghai's 
treaty-port past, Mr. Wasserstrom’s chap- 
ters on 1950 and beyond prove to be the 
most cohesive and interesting. Song Qin- 
gling (Madame Sun Yatsen) in a speech in 
1950 proclaims a “new Shanghai,” but Mr. 
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Wasserstrom questions whether Shanghai 
in 1950 really was a “new” city, and also 
points out that the Communists were not 
the first to proclaim the city as reborn (the 
Nationalists did so when they gained con- 
trol over Chinese-run sections of Shang- 
hai back in the 1920s). 

Another theme Mr. Wasserstrom re- 
turns to again and again is his thesis that 
the framework of East-meets-West is not 
enough to define Shanghai. Repeated- 
ly, he posits that there were a multitude 
of “Western” voices, just as there were a 
multitude of Chinese experiences. He re- 
minds us that many of Shanghai’s influ- 
ential characters did not fit into classical 
Western or Eastern roles. Bringing this ar- 
gument to the present, he points out that 
much of the globalization occurring in 
Shanghai today is not merely of the East- 
meets-West variety, but also of the East- 
meets-East type. 

If one is able only to read one chapter, 
skip right to the conclusion, where the 
meat of Mr. Wasserstrom’s arguments lies. 
Everything he wants to say about Shanghai 
comes together here, where he lays out his 
10 theses on Shanghai, some of which are 
contradictory but all of which carry some 
truth about the city’s past and future. 


CURFEWED NIGHT 
by Basharat Peer 
Random House India, 
256 pages, 395 rupees 
EP atten TE fa 


Reviewed by EUGENE DATTA 


AMMU AND KASHMIR was the 
largest of the 560-odd princely 
states in India over which Brit- 
ish suzerainty ended in August 1947. The 
rulers were left to decide whether to join 
India or Pakistan, or to remain indepen- 


dent. Two months later, Pakistani tribes- 
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men backed by the army invaded Kashmir, 
forcing its king to seek India’s help. Within 
days, on Oct. 26, 1947, Maharaja Hari Singh 
reluctantly signed an agreement resulting 
in his state’s accession to India. And with 
that a new, complicated and brutal chapter 
of Kashmiri history had begun. 

Using the pretext of the 1951 state elec- 
tions, which India claimed verified Kash- 
mir’s status as an Indian territory, New 
Delhi backed away from its commitment 
to a plebiscite allowing the people of Kash- 
mir to determine their final fate. The elec- 
tions of 1987 were blatantly rigged in favor 
of the National Confer- 
ence, a party with pow- 
erful sympathizers in 
New Delhi. Within two 
years, growing frustra- 
tion and anger against 
Indian rule erupted 
into a full-scale mili- 
tant insurgency with 
Pakistani patronage. 
The Indian government responded with 
indiscriminate incarcerations and kill- 
ings. In January 1990, paramilitary forces 
opened fire on unarmed protesters on the 
Gawkadal Bridge in Srinagar, killing more 
than 50 people. 

The political back-story spanning the 
years between Partition and the Gawkadal 
massacre, though variously told and inter- 
preted, is well known. What is not known 
is the human story behind the harrowing 
statistics of deaths, disappearances, arrests, 
rapes and mass murders that have taken 
place since 1990. Basharat Peer’s Curfewed 
Night is an attempt at telling that story. 

Mr. Peer was 13 years old when 
Gawkadal happened. “Kashmir was in the 
midst of a full-blown rebellion against In- 
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dia.” Hundreds of thousands of ordinary 
people took to the streets, “their voices 
joining in a resounding cry for freedom.” 
“Amid the collision of bodies, holding of 
hands, interlocking of eyes in affirmation 
and confirmation, the merging of a thou- 
sand voices,” Mr. Peer writes, “I had ceased 
to be a shy, bookish boy hunched by the 
expectations of my family.” The expecta- 
tions of his family were not unlike those of 
most educated, middle-class Indian fam- 
ilies—good education and jobs, and a de- 
cent life for their sons and daughters. But 
Kashmir was a different India. Its politics 
impeded the expecta- 
tions of its people in 
ways politics hadn’t 
done anywhere else in 
the country after inde- 
pendence. Thousands 
of young boys and men, 
not all of them willing- 
ly, were swept into a 
gory vortex. 

Mr. Peer’s family was one of the luck- 
ier ones. He was dispatched to boarding 
school in Aligarh (in the north Indian state 
of Uttar Pradesh) so he could stay out of 
harm’s way. In 2001, while he was working 
as areporter in Delhi, his parents narrow- 
ly survived a landmine attack. “Militants 
had been killing pro-India politicians, po- 
lice, or anybody whom they perceived as 
working against them,” he writes. “But 
civil servants like my father, whose job 
was to look after daily administration, 
were rarely targeted.” The man behind the 
plot was a sly, politically ambitious opera- 
tive “flirting with pro-India groups in the 
day, feeding, sheltering, donating money to 
the separatist, anti-India militant groups 
by night.” He engineered the blast us- 
ing members of the Hizbul Mujahideen. 
Double-dealers like him along with coun- 
ter-insurgents (former militants aided by 
government troops and immunity from 
prosecution) further complicated and bru- 
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talized a state already ravaged by the army 
and the insurgents. 

In I See Kashmir from New Delhi at Mid- 
night, Agha Shahid Ali says, “The city from 
where no news can come/ is now so vis- 
ible in its curfewed night/ that the worst 
is precise:/ From Zero Bridge/ a shadow 
chased by searchlights is running/ away to 
find its body.” Mr. Peer’s book, which bor- 
rows its title from this poem (written in 
the early 1990s), reports the aftermath of 
the worst—a young boy forced into a mil- 
itant’s hideout with a live mine in hand, 
a wounded bride gang-raped by the para- 
military just hours after her marriage, and 
countless other atrocities. 

The separatists’ slaughter of Kashmiri 
Hindus, however, is not recounted in simi- 
lar detail. All we are told is: “The separat- 
ist militants had no tolerance for dissent. 
Along with killing hundreds of Muslim pro- 
India political activists and suspected in- 
formers for Indian intelligence, they killed 
a few hundred Pandits [an epithet for Kash- 
miri Hindus] on similar grounds or without 
any reason at all.” Following the massacre, 
most Hindus left the valley. Mr. Peer was 
still going to school in Kashmir. “After the 
migration of the Pandits,” he writes, “half 
the chairs in my classroom had become 
empty. In a few months, my classmates 
and I had become used to the empty chairs. 
Kashmir was exploding and we were pre- 
occupied with our own survival.” 

Ali’s words evoke this desolation more 
tellingly: “Kashmir is burning:/ By that 
dazzling light/ we see men removing stat- 
ues from temples./ We beg them, ‘Who will 
protect us if you leave?’/ They don’t answer, 
they just disappear/ on the road to the 
plains, clutching the gods.” For him, the ex- 
odus of the pandits is more intrinsic to the 
larger loss. Writing a decade or more later, 
it seems less so to Mr. Peer. Although he is 
wistful and misses his Hindu classmates 
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and teacher, his sympathies are aligned pri- 
marily with his community. And this, giv- 
en that religious obscurantism never held 
sway over independent thought in Kashmir, 
sheds interesting light on the faith-based 
divide that splits Kashmiri society. Assert- 
ing the primacy of one’s cultural allegiance 
over truth as a sign of authenticity, Zadie 
Smith tells us, is a deformation bitter strug- 
gles inflict on their participants. 

In any case, despite rooting for Pakistan 
during India-Pakistan cricket matches, not 
all Muslims of Kashmir favor accession to 
Pakistan; many still want their state to 
remain part of India. And Pakistan, for 
all its professed “moral support” of the 
“freedom struggle” in Kashmir, does not 
like the idea of a free Kashmir. But if In- 
dia and Pakistan were to finally stop using 
the ordinary people of Kashmir as pawns 
in their power game, and the state were to 
attain self-rule, where would majoritarian 
politics take the Buddhists of Ladakh and 
the Hindus of Jammu? 

No one knows. Though critical political 
enquiry is not necessarily outside the pur- 
view of memoirs, Mr. Peer’s book does not 
address this question, preferring to locate 
itself instead in the realm of pure experi- 
ence and heightened subjectivity. In an- 
ecdote after distressing anecdote, he tells, 
with breathless haste, the story of a collec- 
tive suffering of monumental proportions. 
It is a story the mainstream Indian press, 
with its suspicion of separatist militan- 
cy outweighing sympathy for Kashmiris, 
failed to spot. Although the empathy of Mr. 
Peer’s narrative lacks Ali’s expansiveness, 
and his voice is not adequately free from 
personal bias, Curfewed Night appeals to 
“natriotic” Indians to re-examine their pro- 
priatorial feelings toward Kashmir, show- 
ing them why the Indian military is seen as 
an occupying force in the valley. And it does 
so with commendable honesty. i 
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THE PERKS OF ELEPHANT POLO 
by Ron Gluckman 


HREE MASSIVE BEASTS faced off on 
opposite ends of a field, festooned 

in colorful battle dress, an adren- 
aline-charged warrior strapped onto each 
elephant. For centuries, these enormous 
mammals—the world’s first tanks—helped 
determine the rise and ebb of empires 
around this opium-rich region, dubbed the 
Golden Triangle, for the poppy fields that 
once flourished where the borders of Thai- 
land, Laos and Burma meet. 

Now they take to the field for sport. 
Teams of elephants sparred on a soc- 
cer pitch in farthest north Thailand from 
March 23-29. Players wielded not weap- 
ons, but long wickets, seated behind a Thai 
elephant handler, or mahout. The mahout 
kicked and exhorted the elephant to trun- 
dle about the field. Spectators cheered play- 
ers swinging sticks in huge windmill twirls, 
trying to bat the ball into one of the goals on 
opposite ends of the field. 

Such is the essence of elephant polo, 
which is surely more comical to witness 
than describe. Fans term it the largest, slow- 
est sport on land. Then, there is the player 
perspective, bouncing around on a crea- 
ture more suited to cartoons than compet- 
itive sports. “This is totally silly,” conceded 
Claire McNicholl, captain of the Nellies, an 
all-women team. “The important thing is to 
not take yourself too serious.” 

Yet there is a serious side to what, on the 
surface, might seem a ludicrous sport—if a 
bunch of drunken ex-pats cursing large, in- 
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sanely stubborn and slow-moving beasts, 
can be called sport. Elephant polo annu- 
ally stages a series of comical jousts amidst 
a boozy week-long bash, hosted by luxu- 
ry resorts in Thailand, Sri Lanka and Ne- 
pal. Beer, wine and Pims are consumed by 
the bucket-load, but cash is also raised to 
benefit elephants, in similarly impressive 
quantities. In the past, the field follies have 
bankrolled elephant rescue, research and 
Thailand’s first elephant ambulance. 
Nobody really knows the origins of el- 
ephant polo, but it’s not hard to imagine 
bored British officers, based in a remote 
outpost of the Raj, spying a few megaton 
mammals, and sizing them up for saddles 
and sticks. The evolution of this goofy game 
into the World Elephant Polo Association, 
complete with a 50-page rule book, began 
in 1982, when Jim Edwards and James 
Manclark, rightfully reckoned it would be 
a funny way for jetsetters to pass the time. 
Both are legends among Asian adventur- 
ers. Mr. Manclark tried to circle the world 
by balloon, and represented Great Britain 
at the Olympics in the luge and the bob- 
sled. He opened the Golden Triangle games 
with a stirring eulogy of Edwards, who died 
March 23, the very day that the polo asso- 
ciation the pair co-founded returned to 
Thailand for the 2009 cup qualifiers. Born 
in 1935, Edwards was a true original, driv- 
ing across jungle and mountains to reach 
Nepal in the 1960s, then pioneering trek- 
king and tourism ventures before taking 
over the famed Tiger Tops lodge. Long be- 
fore the Asian travel trail was littered with 
Internet cafés, Edwards turned his remote 


Nepalese hideaway into a hip refuge for bo- 
hemian guests and celebrities. 

Some of those early stars played in the 
first elephant-polo matches, which not only 
attracted writers from around the globe, 
but also corporate sponsors. “It all came 
together by accident,” Edwards said in an 
interview at an earlier polo match. “We 
pretty much made it up as we went along. 
In the beginning, we weren’t even sure if it 
was asport,” he chuckled, “but it was a good 
excuse for a party.” 

The first games set the tone for what 
has surely become one of the world’s odd- 
est sporting events. Borrowing its struc- 
ture from horse polo, the field was shorter 
because of the lazy jaunt of elephants and 
the sticks were lengthened. One early at- 
tendee summed up the unique challenge 
of elephant polo thusly: “Like playing one- 
handed golf from the top of a double-decker 
bus with a puncture.” Still, the quirky com- 
petition had an odd appeal, especially to the 
adventurous jet-set in Asia, who were at- 
tracted by the celebrities, camaraderie and 
kitschy competition, as much as the cause. 
Word of mouth spurred elephant polo from 
the mountaintops of Nepal to the beaches 
of Thailand and Sri Lanka. 

Geoffrey Dobbs tells how the sport 
washed ashore six years ago in Sri Lanka, 
where the former Hong Kong resident had 
relocated to open a pair of boutique hotels. 
“I was having a dinner party one evening 
on an island I also own, off the coast from 
my hotels, and two of the guests canceled at 
the last minute. I called the hotel and asked: 
‘You have any interesting guests who might 
like to join us’?” Peter Prentice was on his 
honeymoon, but regaled his host with tales 
of a higher love: jousting atop pachyderms. 
Mr. Prentice, a pitchman for Chivas Regal, 
has become poster boy for elephant polo, 
as much for over two decades of play and 
numerous trophies, as the booming voice 
behind the sport’s theatrical play-by-plays. 
Mr. Dobbs was easily swayed by such pas- 
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sion at their first dinner meeting in 2003. 
“It was one of those serendipitous mo- 
ments,” he recalled. “Two months later, I 
was in Nepal watching them play, and four 
months later they were in Sri Lanka, play- 
ing on the beach.” 

There have been loads of other serendip- 
itous moments, as elephant polo conquered 
another beach south of Bangkok, in Hua 
Hin, where American entrepreneur Bill 
Heinecke was looking for new attractions 
for his Anantara resort. The Hua Hin polo 
matches drew the entire scope of Bangkok 
society. One team, the Screwless Tuskers, 
featured a group of ladyboys. During one 
match, play halted when one of the Tuskers 
accidently dropped a falsie on the course. 
That wasn’t covered by the rule book—but 
an elephant laying in front of the goal or 
stomping the ball are both penalties. 

In 2006, the Thai games moved to a 
new home in the Golden Triangle. Mr. 
Heinecke’s Minor Corporation owns a pair 
of hotels run by Four Seasons and its own 
Anantara brand. Both properties not only 
host a herd of elephants, but celebrate the 
mammals in every aspect of design, from 
fixtures to fountains. With 160 acres, the 
Anantara is practically an elephant sanctu- 
ary, and that’s the idea, according to staff el- 
ephant specialist John Roberts. Elephants 
working the streets of Bangkok are rescued 
and returned to something like the wild in 
an innovative scheme that tackles one of 
Thailand’s most tragic wildlife stories. 

In the two decades since Thailand halted 
rampant logging, thousands of elephants, 
the tractors and haulers for the industry, 
were thrown out of work. Many handlers 
moved with the elephants to the city, work- 
ing tourist areas for handouts. Any visitor to 
the Thai capital has seen the consequenc- 
es, from the cute baby elephants begging 
for bananas outside bars, to traffic jams 
squeezing around a full-grown goliath. 

Prasop Tipprasert, an elephant specialist 
at the state-funded Thai Elephant Conser- 


April 2009 





vation Center, has, over two decades, pio- 
neered a variety of alternatives: elephant 
orchestras to perform for tourists and el- 
ephant painting. Elephant art has sold at 
auction for up to $2,000, while record- 
ings of elephant bands help offset upkeep 
of scores of pachyderms. Yet he estimated 
that half of the domesticated elephants in 
Thailand are without employment. 

Hence, the migration of mahout and 
mammal to the cities. This is a particu- 
larly tragic twist to the plight of 
elephants, which once ranged 
across the whole of Asia, but 
are now extinct, endangered 
or in decline in practical- 
ly all of the 13 nations 
in which they sur- 
vive. There may only 
be 40,000 to 50,000 4, 
Asian elephants left. A L. 
Yet, only Thailand, tis 
with perhaps 4,000 to 
5,000 elephants left from 
an estimated 100,000 a 
century ago, faces an epidemic of urbanized 
elephants. Mr. Tipprasert said the lifespan 
of a city elephant is typically around five 
years, a consequence of traffic, pollution 
and especially the altered diet. 

This is where rescue organizations like 
Anantara’s Golden Triangle Asian Elephant 
Foundation come in. Elephants are taken 
off the streets and moved to the resort 
grounds, where they become part of a di- 
verse package of elephant programs. Guests 
are given the chance to train as a mahout, 
wash and feed the elephant, or simply mar- 
vel at the huge mammals. “We don’t buy the 
elephants,” said Mr. Roberts. “If we did, the 
mahout would probably just buy another 
one and go back to begging.” Mahouts, in a 
sense, become subcontractors, given hous- 
ing and a monthly salary, plus food for the 
animal. In return, the mahouts provide 
trekking and other services for guests. 

At Four Seasons Tented Camp next door, 


A 


TIM FOLEY 


i Jaunt Through Asia 





that means parading to breakfast to the oohs 
and ahs of guests every morning, but oth- 
erwise just foraging the lush grounds. “The 
impact is huge,” said manager Michel Volk. 
“T’ve seen guests tapping away on a black- 
berry, right on the verge of a stress break- 
down, then they go out with the elephants, 
and come back so relaxed. It’s elephant 
therapy.” Guests, in turn, become benefac- 
tors for the beasts. “They bond with them,” 
he said, “with particular el- 
ephants, and sponsor them, 
paying for their upkeep for 
a year or two.” As a re- 
sult, the rescue program 
shared by both proper- 
ties is self-sufficient. All 
the money raised by polo 
goes to other elephant 
charities. Thus far, the 
Thailand games have 
raised over $200,000 
for elephant conserva- 
tion programs. 

Some think this could 
be a model for elephant survival in Asia. 
“Things for elephants are getting worse,” 
Mr. Roberts said. “There are just too many 
elephants on the street ... Of course, the ide- 
al situation would be to return them to the 
wild, but there just isn’t the land anymore, 
or the money.” Resorts could finance small 
sanctuaries, in a symbiotic relationship 
with guests seeking a wild thrill. 

Not all are bowled over by this sort of 
Disney Dumbo. Groups like the People for 
the Ethical Treatment of Animals (PETA) al- 
lege that the animals are treated painfully 
during training. 

Mr. Roberts retorted that animals in the 
games are all domesticated, and play half 
an hour a day and feed on forest foliage, in- 
stead of up to 16 hours walking Bangkok’s 
bad streets. “It’s really like a holiday for 
them,” he said. Once a year, in the Golden 
Triangle, it’s quite a party for a large, bois- 
terous group of expats in Asia, too. 1 | 
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A Scaleable Business 


NEED A CHEAP pedicure? China has the so- 
lution, and it doesn’t involve low-cost labor, 
at least not the human kind. According to 

The Wall Street Journal, American salons 

are starting to offer pedicures adminis- 
tered by tiny imported fish, which nibble 

off the dead skin. Unfortunately, in some 

states there has been a backlash against the 

Chinese small fry on the basis of hygiene, 
but one has to suspect that the real issue is 

protecting jobs in the salon industry—the 

fish are not only eating the customer’s skin, 
they’re eating someone else’s lunch. 


Hide and Seek ... Not! 


WE CAN’T HELP but wonder about the in- 
telligence of Thailand’s secret service. For 
months the government in Bangkok has 
been saying they don’t know the where- 
abouts of fugitive former Prime Minister 
Thaksin Shinawatra. Sawatdee khrap! How 
difficult can it be? It has to be the world’s 
worst kept secret that the former leader is 
a frequent visitor to Dubai, that he miss- 
es his homeland and that he’s partial to a 
round of golf. Seems like a plush golf club 
like the Montgomerie or the cocktail bar at 
the Thai-owned Dusit Thani hotel might 
be a good place to start looking. Unless of 
course the Thai government realizes that 
if it finds him, it might actually have to do 
something to have Mr. T extradited back 
to Bangkok—easier said than done. 


Pinays’ Pinata 


CHIP TSAO, A columnist for a Hong Kong 
freebie magazine, can look forward to a life 
of having his underpants heavily starched. 
In a piece about disputed South China Sea 
islands, Mr. Tsao told the Philippines: “As 
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a nation of servants, you don’t flex your 
muscles at your master, from whom you 
earn most of your bread and butter.” Mr. 
Tsao also claimed to have lectured his own 
Filipina maid on the issue, threatening to 
dock her wages unless she told her com- 
patriots that the Spratly Islands belong to 
China. Now the whole of Manila is up in 
arms against him. We suspect Mr. Tsao will 
have to increase his maid’s wages just to 
keep her around—the Philippines is known 
to blacklist employers who mistreat their 
maids. You may have the bread and butter, 
Chip, but who’s going to cook for you? 


Gerbils on the Pill 


REMEMBER CHAIRMAN MAO’s great “four 
pests” eradication campaign of the 1950s? 
Then the targets were rats, flies, mosqui- 
toes and sparrows, which were all blamed 
for spreading disease and eating grain. 
Today the government is going after the 
gerbils of Xinjiang, which are supposedly 
destroying the roots of plants and so ac- 
celerating desertification, the BBC reports. 
But instead of sending the whole popula- 
tion out to kill gerbils, the Mao way, the 
leadership today is using gerbil contracep- 
tives, prompting Businessweek’s Freddie 
Balfour to dub this the “one gerbil policy.” 
These campaigns can have unintended 
consequences. Killing the sparrows ac- 
tually hurt China’s harvests, because the 
sparrows kept the locust population in 
check. For gerbils, rr wonders if other, 
less fecund and more appreciated animals 
will end up eating the contraceptive pel- 
lets being scattered in the desert. 
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Some solutions for climate change 


are blowing in the wind 


Climate change makes us all vulnerable. But one sure way to fight it is to harness 
renewable energy. ADB provides funding and assistance for wind energy facilities 
across Asia. These facilities turn wind into electricity. Provide power for tens of 

thousands of poor households. And switch Asia on to a low carbon growth path. 


From 2-5 May, delegates will gather in Bali, Indonesia, for the ADB’s 42nd Annual 
Meeting to discuss alternative energy programs for the region. 


ADB. Investing in climate change solutions for Asia. 








4412000 


42 ANNUAL MEETING 
BOARD OF GOVERNORS 
ASIAN DEVELOPMENT BANK 
2-5 May 2009 


Asian Development Bank ADB 


www.adb.org 


e Rioamass utilizatinn © Genthermal nawer è». Hvdronnower è Solar nawer « Wind nower e 


ase. 


& Bru //www teer.com/ 





FEER 


COM 


Far Eastern Economic Review | Home 





design’ emally entertamment+ FTM” health® honghong+ News (85S) * MSACcom online shops * purchases sports TimeZene techy* Wikipedia 





M BSOWIBER LOGIN 


User name 


Password 


Lag in 


THE BULL SIRT MERSUL 
enas. 


Click now 
for a 
limited — 


free gift 
k 


ABOUT FEIR COM 

















Politics rnn Economics Bas e s peee! Interviews 
Go Site Seeme 
nt Nn sia WS 
anawa 
For the Health of the Nation 
by Tom Orii and Chris Spatw 





A tt un SE TE SENOS GEU MORES tree c daneg bowe Pownce Meh 77 


The People’s Republic of China (PRC) hopes that an 850 bilion renmindi investment in 
public heath care will broaden the scope and increase the quality of medical coverage 
but investment must be accompanied by effective reform if the government is to 
achieve its objectives 

Posted March 30. 2009 
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The REVIEW's March Issue Is Here! 


Our March 2009 issue is on the newsstands. Join Asia's 
thought leaders and save SOW off the cover price by 


subscribing. 
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Tibet as "Hell om Earth’ fy EDot Sperting 


The month of March hes turned into a field of contention in a struggle for the 
ownership of Tibet's historical memory. Tibetans ciaim March 10, the day the 1959 
Tibetan uprising erupted in Lhasa, ds a national day, anc this year Chine has been 
forced to take drastic measures to contain any hint of t At the same time, China has 
staked out a new holiday in order to commemorate the suppression of that same 
uprising: March 28 is henceforth to be “Serfs Emancipation Dey.” There is nothing subte 
about all this—China is quite determined to dominate the Tibetan historical view 

whether or not coercion or even force is necessary 

Posted March 27, 2009 
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Why I'm Bullish on Japan By Jesper Kol 


The media loves to harp on Japan's “lost decade” and use the world's second-largest 

Conomy $$ 2 Negative crompie. Yet while corporations in other countries are still 
gaming the government for handouts and freebees. corporate Jepan has learned that 
government sections tend to merely Geiay the inevitable This time Japan Inc. is 
restvucturing for real and a loaner, meaner Japan is poised to rise back to the top 
Posted March 26 2009 
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China Economic Outlook 2009 fy Janis Fo 


In this special online analysis, experts speak to the REVIEW about their economic 
forecasts for 2009, and weigh in on China's consumption crisis and government stimulvs 
package While some remain pessimistic, others are beginning to see tentative signs of 
recovery 


vad more 


Distrust in Tibet 8y Alex Pasternack 


Alex Pasternack, > Beijing-based free-lance writer, interviewed Robert Barnett, 
acjunct professor of contemporary Tibetan studies and director of the modern Tibetan 
studies program at Columbia University, on March 6 

Posted March 32, 2009 
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Japan's Leadership Deficit By Tobias Harris 
The travails of Taro Aso and, more recently, Ichiro Ozawa, combined with the 


ascendance of Barack Obama in the United States have left many Japanese with 
leadership crwy Prime Minister Aso himself may have a mild case of it: Following the 
recent passage of the Obama sdministration’s stirmutus bill, Mr Aso admired the soeed 
with which the new U.S. administration acted and lamented that he was unable to do the 
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HAT HAPPENED TO the Tiananmen spirit? Two decades ago, 
W young and idealistic students were ready to sacrifice them- 

selves for the sake of a democratic China. Today, as Jonathan 
Fenby writes this month, the Communist Party’s monopoly on power 
seems more secure than ever, despite the global economic crisis. Yet 
many of the same issues that drove the 1989 protests still lurk beneath 
the surface of society, and continue to surface in new forms. 

Beijing’s success in maintaining stability for so long is largely the re- 
sult of two phenomena depicted in our cover illustration. First is rising 
prosperity that, combined with control over the commanding heights of 
the economy, has created a new “new class,” to borrow Milovan Djilas’s 
term. This emerging elite partly resembles the managerial stratum in a 
free-market society, but it is beholden to the Party for its position and 
wealth. That’s why the typical Porsche suv driver in Beijing is uninter- 
ested in democratic reform—giving the vote to the rural masses will 
only undermine his privileged position. 

Second, the Chinese leadership has been very skilled in using nation- 
alist sentiment to their advantage. As the naval fleet review last month 
demonstrated, China’s military power is bringing the ability to project 
force beyond its borders. As Dan Blumenthal shows, the U.S. role in Asia 
is under threat, especially since the Obama administration is proposing 
cutting back on air and naval weapons programs. 

While the military buildup appeals to citizens’ sense of national 
pride, it also poses its own challenges. Up until now, Willy Lam points 
out, Beijing has not wanted to play a lead role in international rela- 
tions, instead following Deng Xiaoping’s instruction of taoguang yang- 
hui—sometimes translated as “hide one’s capacities and bide one’s time.” 
That is beginning to change, but Beijing is not yet sure what its objec- 
tives should be, and what means it should use to reach them. What’s 
clear is that as an emerging power China must play a more responsible 
role, and is no longer as free to play to the domestic audience without 
international repercussions. 

The social contract in force since 1989 places the onus on Beijing 
to deliver economic growth and protect national interests. But para- 
doxically the successes of the last 20 years make these tasks harder, 
as resentment of officials’ misuse of power grows. Joshua Rosenzweig 
analyzes the pressure from below to allow greater freedom to criticize 
officials. The calls of the 1989 student activists for greater public par- 
ticipation and official accountability continue to resonate. 
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Not an Impeccable Argument 


THE PRO-U.S. ARGUMENTS of Peter Dutton 
and John Garofano (“China Undermines 
Maritime Law,” April 2009) are flawed by 
their extensive reference to the 1982 U.N. 
Convention on the Law of the Sea. The 
convention was a package deal with many 
“bargains” between the maritime powers 
(led by the U.S.) and the developing coun- 
tries, including extensive navigational 
rights for maritime powers in exchange 
for the deep seabed mining provisions. 
The U.S. did not hold up its end of the 
bargains—unlike some 156 other nations, 
it chose not to ratify the convention and 
therefore is not a party. The author’s argu- 
ments are based on the false assumption 
that the U.S. as a nonparty can pick and 
choose those parts and interpretations of 
the convention favorable to it. 

The essay’s initial premise is also 
wrong, that the Impeccable incident is 
part of a grand scheme by China to en- 
force claims to sovereignty and jurisdic- 
tion over most of the South China Sea. The 
essay first conflates the two and then later 
correctly attempts to distinguish between 
them. The issues raised by the Impecca- 
ble incident have nothing to do with Chi- 
na’s historic claim to the South China Sea. 
Rather the key issue is whether or not the 
Impeccable’s activities fall under the con- 
sent regime for marine scientific research 
and whether or not they constitute a threat 
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of use of force—a violation of both the 1982 
UNCLOS peaceful purposes provisions and 
the U.N. Charter. 

The 1982 UNCLOs fails to define “marine 
scientific research,” “hydrographic sur- 
vey” and “military survey.” And it is not for 
advocates for a nonparty to define or inter- 
pret such critical terms. An important de- 
terminant of whether or not coastal state 
permission is required for such activities 
is whether or not the data collected can 
be used to delineate or harvest resources. 
Certainly data collected “for military pur- 
poses only” can one day be used to delin- 
eate resources. 

Moreover, the authors twice assert that 
China’s interpretation of the Impeccable’s 
operations as “marine scientific research” 
does not reflect current international law. 
They are of course entitled to their opin- 
ion, but they do not provide evidence to 
support it other than a general allusion to 
“state practice.” China, Brazil, India and 
Malaysia would beg to differ. 

Let’s be honest here. The mission of 
the Impeccable is to use both passive and 
active low-frequency sonar arrays to en- 
able detection of undersea threats—enemy 
submarines, mines and torpedoes. Chi- 
na views these activities as provocative, 
threatening and an abuse of the freedom of 
navigation. Specifically, China argues that 
the collection of such data is a “prepara- 
tion of the battlefield” and thus a threat of 
use of force—a violation of the U.N. Char- 
ter and not a peaceful use of the ocean as 
required by the Convention. These are 
novel arguments and it would be interest- 
ing to see them resolved by the Interna- 
tional Tribunal for the Law of the Sea. 

Mark Valencia 
Kaneohe, Hawaii 
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- Learning to Live with Bloggers 


Indian bloggers are challenging the status quo in a country whose celebrated protection of 
free speech has often been undermined by the libel laws of its common law legal system. 
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F Indonesian Exceptionalism 


Indonesia’s ele € tion this month sogel that te soa drawof ideology has begun to 
decline as concerns about good governance and fiscal accountability have risen. 
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Some believe that the market for electric vehicles in China is about to take off. Yet, most 
manufacturers chasing this market don’t fully understand who the customer really is. 
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It is clear that Thailand needs more democracy, stronger institutions and more accountabil- 
ity for its officials—goals which should ultimately appeal to all Thais if framed correctly. 
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A will Change Come to Burm a? o 5k 


How will President Barack Obama anes Arena Burma policy? Activists around the- 
world await the U.S. policy review on Burma with concern, frustration and expectation. 
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» Can China Save the World? 


Many are hoping that Chinese demand will spur global growth. Unfortunately, China’s stimu- 
lus isn’t large enough to stimulate demand lost from plummeting exports and investment. 
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In this ONLINE VIDEO, Hugo Restall talks with E Kate Saunders of the International Cam- 
paign for Tibet about how the region has changed since Hu Jintao came to power. i 
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The Party Adapts 
To Stay on Top 


by Jonathan Fenby 





WENTY YEARS ON from the 
Beijing massacres, China 
faces a set of challenges 
even greater than those of 
1989. Recovering from the 
economic downturn that set in a year ago 
is obviously the most immediate of these. 
But, beyond the quarterly growth rate sta- 
tistics, the mainland is confronted with a 
plethora of more fundamental issues that 
its leadership cannot duck. For all the talk 
from the top of encouraging a harmonious 
society, fighting pollution, boosting con- 
sumption, helping the rural world, in- 
creasing efficiencies and modernizing 
industry, the results achieved in the seven 
years since Hu Jintao succeeded Jiang Ze- 
min as general secretary of the Chinese 
Communist Party have been spotty. 

The regime’s legitimacy has come in- 
creasingly to rest on crude economic 
growth. Now that this has been curtailed 
by the decline in external demand and in- 

ternal imbalances spawned by the low lev- 
el of consumption and the excessive 
dependence on fixed-asset investment, the 
cc? faces an existential question similar to 
that posed in 1989: What is it for? 

For the protester in the capital and oth- 
er cities, backed by a swelling number of 
nonstudents, the ccr had become a bastion 
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of profiteering power which was acting in 
its own interests rather than those of the 
country at large. The growth over which it 
had presided since Deng Xiaoping launched 
market-led economic reform at the end of 
1978 was seen as having produced lopsided 
results that favored a privileged class of 
power-holders, spawned corruption and 
hurt those on fixed incomes (or student 
grants). The political system remained 
fixedly top-down. Whatever the ideological 
content of the messages delivered from the 
summit, the style was still that of the em- 
perors lowering their decrees from the 
Tiananmen Gate. 

The outcome, when it emerged on the 
night of June 3-4, 1989, in Tiananmen and, 
more murderously, along the avenues lead- 
ing to the square, had the stamp of history 
on it. Once again, force was the means by 
which a dispute was settled and the conser- 
vative leaders imposed themselves. This 
bred a tragic inevitability to the way in 
which the reformist Party Secretary Zhao 
Ziyang was sidelined, returning from a 
brief period of sick leave in late May to an 
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«xs Mr. Fenby is China director at the research 
service Trusted Sources. His most recent book, 
The Penguin History of Modern China, has just 
been released in updated paperback edition. 
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office where he had no papers, no work and 
no news of what was happening, rather like 
the Guangxu Emperor consigned to palace 
arrest after his botched experiment with 
change in the Hundred Days of 1898. 

Today, many of the issues raised in 1989 
remain alive. Growth in 2007 and early 
2008 ran out of control. For all Mr. Hu’s 
propagation of a Harmonious Society, the 
Gini coefficient measuring wealth dispari- 
ties has widened in recent years. A recent 
online survey showed that corruption is the 
prime cause for complaint among those 
polled; despite a few high-profile tar- 
gets such as the head of the Food and Drug 
Administration shot for taking bribes, cam- 
paigns against graft have had little effect 
or, as in the case of the ousted Shanghai 
Party Secretary Chen Liangyu, appear to 
be primarily politically motivated. Workers 
cannot organize outside the official monop- 
oly union. The Communist aristocracy has 
grown steadily, with half the current Polit- 
buro consisting of “princeling” children of 
first generation leaders. Students worry 
about unemployment as the number who 
cannot find a job is forecast to reach six mil- 
lion this year. The rule of law remains weak, 
with police and judges seeking to impose 
rule by law as enforcers for the authorities. 
Accountability is patchy at best, as shown 
by last year’s Sanlu powdered milk scandal 
in which the cover-up only ended after the 
deaths of children. 

Above all, the deal enforced by the tanks 
of June 4 remains the rule. The ccp offers 
economic progress so long as its political 
stranglehold is not questioned; even in hard 
times this year, the leadership was busy 
producing green shoots to back Mr. Hu’s 
message that only the ccp can lead China 
forward economically. After the downturn 
provoked by the irresponsible West, the 
ccP will ride to the rescue: it was a spin 
doctor’s dream scenario. Suddenly, an 
economy with a state-owned banking 
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could be celebrated as epitomizing the pru- 
dence so lacking in more developed states, 
and Wen Jiabao could lecture the fallen 
masters of the universe at Davos. 

The comfortable Western assumption 
of the 1990s that material advancement and 
the triumph of market economics on the 
mainland would inevitably bring political 
liberalization has no place in the thinking 
in the Zhongnanhai leadership compound. 
For Mr. Hu and his colleagues, Bill Clinton’s 
remark to Mr. Jiang that the regime in 
Beijing was on the wrong side of history has 
been disproved by China’s growth and 
emergence onto the global stage. At the an- 
nual meeting of the National People’s Con- 
gress this spring, its president, Wu Bangguo, 
who ranks second in the Standing Commit- 
tee of the Politburo immediately behind 
Mr. Hu, insisted that there was no place for 
Western-style democracy in China. 

This does not betoken immobilism, 
however. The Leninist model perpetuated 
by the cce? gives it the power to change on 
its own terms, if it so chooses. Even if this 
involves obvious difficulties with en- 
trenched interest groups and power 
centers, the Party has undertaken a <] 
considerable overhaul since 1989, 
pointing towards what David Sham- 
baugh describes in his admirable 
new book, China’s Communist Party: 
Atrophy and Adaptation, as a new 
form of “eclectic state” that draws on 
indigenous and foreign practices to 
adapt to changing times. The mixture 
of the Party’s emphasis on retaining 
monopoly power and its involvement 
in the growth model has been a hall- 
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mark of China in the past generation, in 
particular since 1989. Now the growth 
model is in need of overhaul, and the ccp 
faces a similar challenge. 

Whether it can handle that test, adapt- 
ing more than atrophying, is a question that 
will only be answered on the 30th or 40th 
anniversary of the Beijing massacres. But 
its Darwinian ability to adapt from Maoism 
to the market, from utopianism to manage- 
rialism has not been unimpressive, and, 
whatever one might wish for, it is difficult 
to detect where the often-forecast inevita- 
ble democratization of China is to come 
from. Some see it in the collapse of the pres- 
ent system, but there is no guarantee that 
this would lead to democracy any more 
than the abdication of Pu Yi in 1912 did. 
From the ascension of the first Han dynas- 
ty to the ccP’s victory of 1949, regime trans- 
formation in China has invariably come as 
the result of the exercise of force in one 
form or another. It is hard to imagine such 
a process in the foreseeable future that 
would sweep aside the People’s Liberation 
Army, the People’s Armed Police and the 
rest of the repressive security apparatus. 

Nor is there much sign of “vanguard 
democratic forces” that could bring about 
change. Whether one counts it at 80 or 100 
million, the middle class which was meant 
to lead the drive for democratization has 
shown little sign of embracing organized 
dissent. The protests that derailed the 
chemical plant project in Xiamen and the 
extension of the Maglev train track in 
Shanghai were “not-in-my-backyard” oc- 
currences. The notion that such expres- 
sions of one-issue discontent will form the 
basis for call for a multiparty system seems 
fanciful. On the contrary, it is a fair guess 
that members of the middle class are keen- 
er to hold on to their privileged position 
than to empower the people below them. 

That is even more the case for the lead- 
ing entrepreneurs who have been co-opted 
under the Three Represents doctrine pro- 


mulgated by Mr. Jiang to give business 
people a place in the Communist system. 
It is unclear whether they are expected to 
press for their interests as when the Chair- 
woman of the Nine Dragons Paper group 
lobbied in the Chinese People’s Political 
Consultative Conference for the top rate 
of income tax to be slashed, and was 
roundly criticized before a fellow pluto- 
crat pointed out that she was only standing 
up for her class. But the presence of ccp 
cells in companies certainly binds them to 
the power apparatus while the opening of 
the credit floodgates this year mainly ben- 
efited big state and private firms that enjoy 
the right political connections. 

The big earners from the stimulus pro- 
gram announced last November will be 
firms which, while they have floated shares 
on the market, remain part of the state sec- 
tor. Just look at where the major contracts 
are going, for work on the railways and the 
power grid. If China’s bid to build national 
champions works out, they will be the likes 
of PetroChina, Baosteel and Chinalco, and 
not from the private sector. What, after all, 
is the point of introducing capitalism unless 
it benefits the Party state? 

Nor do the tens of thousands of grass- 
roots protests reported across the country 
each year appear to be a wellspring of pres- 
sure for democracy. They consist of local, 
one-issue events over land grabs, unpaid 
compensation, corruption and health and 
pollution abuses. They have shown no sign 
of coalescing into organized movements. At 
the time of writing at least, the striking 
thing about the soaring rate of unemploy- 
ment among migrant workers is how few 
protests there appear to have been after the 
two outbreaks of violence in Guangdong at 
the end of last year, which have been end- 
lessly recycled in foreign press reports. It is 
possible that news has been censored, but 
reports of trouble do tend to surface on the 
Internet, even if only briefly. The riots have 
happened in Europe, not in China. 


10 FAR EASTERN ECONOMIC REVIEW cs May 2009 


On the human-rights front, any delusion 
that the Olympics would bring a relaxation 
was swiftly dispelled by heavy-handed po- 
lice action and the way in which designated 
protest sites in Beijing remained empty by 
“mutual agreements” between the author- 
ities and would-be demonstrators. Since 
then, we have seen continued harassment 
of activists, the persecution of the Charter 
08 group for proposing multiparty democ- 
racy, and the severe beating by thugs of re- 
tired Professor Sun Wenguang under the 
eyes of the police as he tried to go to Zhao 
Ziyang’s tomb in Shandong on grave sweep- 
ing day in April. Tibet and Xinjiang are rig- 
orously controlled. 

A ccp Central Committee Leading 
Group Tasked With Preserving Stability 
has been set up, reportedly overseen by Xi 
Jinping, the man thought most likely to suc- 
ceed Mr. Hu as Party general secretary in 
2012. Internal Party democracy means 
making the ccr more efficient, not opening 
it up to competition. Media censorship re- 
mains tight, even if the Internet is a more 
tricky proposition than the press and broad- 
casting. The rest of the world seems to have 
accepted this as par for the course, a neces- 
sary evil which has to be accepted in the 
interests of doing political and economic 
business with Beijing. A decade on from Bill 
Clinton’s warning, his wife drew a public 
line between human rights and the rest of 
Sino-American relations on her first visit to 
Beijing as secretary of state. 

Though the ccp’s historical narrative is 
as full of holes as that of any dynasty seek- 
ing to establish its claim on the Mandate of 
Heaven, it can point to solid material 
achievements over the last 30 years. The 
citizens of the Soviet Union or Eastern Eu- 
rope had little reason to remain attached to 
their rulers by the late 1980s. In China, on 
the other hand, the regime can point to eco- 
nomic growth, infrastructure, urban devel- 
opment and a higher global profile, even if 
its performance on health, welfare, educa- 


co CHINA om eS g 


tion and pension remains lamentable. Polls 
in an authoritarian society are, necessarily, 
open to question but recent surveys under- 
taken by non-Chinese companies show far 
higher levels of satisfaction and lower levels 
of concern about the downturn among peo- 
ple on the mainland than in ogc nations. 

Too often, forecasts of where China is 
heading seem to stem, in part at least, from 
the author’s idea of where it should be 
heading. To argue that the lessons the ccp 
learned from the Beijing Spring and the 
collapse of the Soviet Union may strength- 
en its hold on power rather than making it 
realize it is going to be consigned to the 
dustbin is to run counter to the Western 
liberal democratic current and to give in- 
sufficient credit to those who still struggle 
for political liberalization. Still, the reality 
seems to be that, 20 years on from the mas- 
sacres of June 3-4, the ccr has developed 
significant Darwinian survival skills 
reaching beyond the simple use of force, 
and it will deploy the full range of instru- 
ments at its disposal. These range all the 
way from increasing tax rebates for ex- 
porters and offering rural dwellers cut- 
price refrigerators to the mass repression 
of the past year in Tibet and putting thou- 
sands of provincial cadres through course 
on how to maintain “stability” of the kind 
which the army brought the nation in 
June, 1989 at the behest of the ccr Elders 
gathered in Deng Xiaoping’s home. 

The challenges faced by Mr. Hu and his 
colleagues are substantial. Apart from the 
fundamental block on political liberaliza- 
tion and human rights, the continuation of 
the present state capitalism system in- 
volves blockages and inefficiencies which 
China’s economy would be much better off 
without. But it is hard to anticipate any sea 
change of the kind dreamed of by the pro- 
testors of 1989 or by the signatories of 
Charter 08. This may not be an outcome to 
be relished, but that has often been the 
case in China’s modern history. ii 
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China’s Battle Over 
The Right to Criticize 


by Joshua Rosenzweig 





N RECENT WEEKS, China 
has been abuzz with talk 
about protecting the rights 
of citizens to criticize the 
government. To date, the 
Chinese media has given extensive cover- 
age to three separate cases involving the 
use of criminal-defamation charges to si- 
lence individuals who aired criticisms ofal- 
leged local government misconduct on the 
Internet. These press reports have gener- 
ated considerable public sympathy for the 
victims of these abuses of power and may 
represent an initial push toward reforms 
that would create space for some—but like- 
ly not all—those who dare to voice opinions 
critical of the Chinese government. 

The first case to come to light was that 
of 24-year-old Wang Shuai, who was put in 
detention on March 6. Police from Mr. 
Wang’s hometown of Lingbao City, Henan 
Province, traveled the 1,200 kilometers to 
Shanghai after he suggested in a satirical 
online post that officials had misappropri- 
ated funds designated to combat drought 
and were in fact carrying out policies that 
encouraged drought in order to drive down 
land values so that the government could 





pay farmers less compensation after requi- 
sitioning their land. Mr. Wang went online 
with his criticisms after getting nowhere in 
efforts to petition provincial authorities to 
investigate the land deals in Lingbao. 
Following three days in a Shanghai de- 
tention center, Mr. Wang was transported 
in shackles to Lingbao, where he was held 
for five more days before being released on 
bail after police compelled him to sign a 
written confession. Officially, Mr. Wang 
was freed because police had “insufficient 
evidence” to continue holding him, but in 
reality his freedom had been secured only 
after his father agreed to cut down the 
family’s remaining fruit trees (thereby 
further reducing the amount they would 
be paid in compensation for their land). 
After China Youth Daily reported Mr. 
Wang’s story on April 8, the effect was im- 
mediate. Public comments on the Internet, 
newspaper editorials, and opinion col- 
umns expressed strong support for Mr. 
Wang and criticism of Lingbao officials. 
The “Lingbao post” case became symbolic 


ae Mr. Rosenzweig is a researcher with the Dui 
Hua Foundation in Hong Kong. 
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of the struggles faced by ordinary Chinese 
to obtain justice in a legal system that they 
often see—especially at the local level—as 
protective of the interests of the rich and 
powerful. In the face of this outpouring of 
support, provincial officials ultimately de- 
cided to step in to resolve the case. The 
head of the Henan Public Security Depart- 
ment, Qin Yuhai, issued a public apology, 
four Lingbao police officers were suspend- 
ed and Mr. Wang was given compensation 
totaling around 784 yuan (about $115) for 
his eight days of incarceration. 

Just as the resolution to Mr. Wang’s case 
was being announced, there emerged an 
even more scandalous case from the city of 
Ordos, in Inner Mongolia. In this instance, 
a 39-year-old nutritionist named Wu Bao- 
quan had posted information that accused 
government officials there of forcing resi- 
dents off their land, offering low compensa- 
tion and then reaping outrageous profits by 
selling the land to developers. Police from 
Ordos detained Mr. Wu for 10 days in 2007, 
again traveling 3,000 km round trip to do 
so. When Mr. Wu continued posting and 
spoke to a journalist investigating the shady 
land deals, he was again arrested and 
charged with defamation. 

Four months later, in October 2008, a 
court found Mr. Wu guilty of “distorting 
facts and posting comments online that 
hurled abuse and defamed others and the 
government” (emphasis added) and sen- 
tenced him to a year in prison. Mr. Wu ap- 
pealed, and anew trial was ordered because 
of questions about the original court’s find- 
ing of fact. In February, after a new hearing 
in which no additional evidence was 
brought by the prosecution, Mr. Wu was re- 
leased on bail while he awaited what he 
hoped would be an acquittal. Instead, the 
court issued a new conviction, this time 
sentencing him to two years in prison. 

Mr. Wu’s fate was revealed by the press 
nationwide just as outrage over Mr. Wang 
case was reaching its peak. Once again, the 
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response was immediate and strongly in 
support of Mr. Wu. It seemed clear to all 
that the court had stretched the law in con- 
victing him of defaming the government 
and that the heavier sentence had been im- 
posed as punishment of exercising his right 
to appeal. Again facing public pressure, the 
head of the Ordos Intermediate People’s 
Court initiated a formal review of Mr. Wu’s 
case on April 21, and indications are that his 
conviction may be overturned. 

Meanwhile, in a third case, a 34-year- 
old forestry-bureau employee named Deng 
Yonggu faced trial on April 20, also as a re- 
sult of criminal-defamation charges 
brought by authorities in Pengxi County, 
Sichuan Province. Officially, the complaint 
against Mr. Deng was a signed, 2007 Inter- 
net post in which he criticized his superi- 
ors’ handling of a reforestation project and 
labeled them “scum.” However, individuals 
with knowledge of the case indicate that 
the real reason for Mr. Deng’s detention 
was his public allegation that Pengxi off- 
cials had exaggerated the damage caused 
by the May 2008 earthquake in order to ob- 
tain greater relief payments from the cen- 
tral government. Given that Mr. Deng’s 
trial was held in the midst of the media at- 
tention paid to the Lingbao and Ordos cas- 
es, it will be interesting to see whether the 
court takes any of this public opinion into 
account in rendering its decision. 

Though exposure of three separate 
criminal-defamation cases over the course 
of two weeks is certainly remarkable, it 
would be an oversimplification to blame a 
new, concerted effort to impose new re- 
strictions on free speech in China. But the 
increased use of both civil- and criminal- 
defamation litigation to fight back against 
criticism in recent years is reflective of 
changes that have taken place in China over 
the past decade. Chinese state control of the 
media has long ensured that officials and 
institutions are rarely subjected to public 
criticism. But today’s media environment 


features a increasingly commercialized 
press with more editorial freedom and, es- 
pecially, an expansive Internet that, while 
routinely censored, nevertheless provides 
an unprecedented platform for individuals 
to express opinions on a range of subjects. 
And for local officials, online criticism like 
that posted by Wang Shuai, Wu Baoquan or 
Deng Yonggu does not simply embarrass; if 
it leads to an investigation from above, it 
could mean the loss of a job. 

But use of criminal-defamation charges 
in these cases is the wrong response, legal- 
ly speaking. China is one of many countries 
that allow both civil- and criminal-defama- 
tion litigation, and its criminal penalties for 
the charge are among the heaviest in the 
world. If a Chinese court determines that a 
defendant charged with criminal defama- 
tion “fabricated facts” to defame another 
party and that there were “serious” conse- 
quences, it can impose a prison term of up 
to three years. Under most circumstances, 
criminal prosecution on charges of defama- 
tion should follow a complaint by the ag- 
grieved party made directly to the court. 
Only in cases involving “serious threats to 
social order or national interests” does the 
law authorize use of police power and pub- 
lic prosecution. 

The existence of this exception clause, 
with its vague standards of “social order” 
and “national interest,” is precisely what 
makes it possible for local authorities to 
mobilize law-enforcement officers to si- 
lence those whose criticisms threaten to 
cause embarrassment. The officials in Ling- 
bao, Ordos and Pengxi claimed that serious 
damage had been done to the reputation of 
their governments. Under a fiscal system 
whereby police, prosecutors and even the 
courts are beholden to local governments 
for the bulk of their budgets, there is ample 
opportunity for the interests of the local of- 
ficials and law enforcement to fall into a 
kind of natural alignment. 

But international standards on the pro- 


tection of free speech tend to give politi- 
cians, institutions and matters of public 
concern less protection for their “reputa- 
tions” than is typically extended to indi- 
viduals, and the angry response provoked 
by the recent defamation cases suggests 
that most Chinese would probably agree. It 
would not be surprising, then, to see a push 
to revise China’s criminal law to eliminate 
the exception clause in the defamation 
statute that enables such abuses. If this 
were to come to pass, it would be reminis- 
cent of 2003, when a similar burst of media 
attention following the brutal death in de- 
tention of a young man named Sun Zhigang 
led to one of the most significant steps the 
Chinese government has ever taken to 
safeguard human rights: revocation of the 
“custody and repatriation” regulation al- 
lowing police in urban areas to detain and 
send home rural migrants who did not pos- 
sess the proper household registration or 
residence permit. 

All of this discussion of the importance 
of increased public oversight and channels 
for expression of criticism could not be 
more timely. In recent months, China’s 
law-enforcement agencies have been under 
fire for their own abuses, including a series 
of unexplained deaths of prisoners held in 
police-run detention facilities and ques- 
tions about the use of psychiatric hospitals 
and so-called “black jails” to detain persis- 
tent petitioners who travel to Beijing in 
last-ditch efforts to seek justice. Even more 
recently, a major newspaper published 
shocking excerpts of an internal manual 
instructing “urban management” squads 
how to carry out beatings without leaving 
any marks. 

Meanwhile, the State Council unveiled, 
with great fanfare, China’s first “National 
Human Rights Action Plan” for 2009 and 
2010, hailed as a roadmap for the govern- 
ment’s continued efforts to safeguard hu- 
man rights. A major part of this plan is its 
proposal to establish a national network for 
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fielding citizen complaints, reflecting a rec- 
ognition that public interests can be served 
by allowing more scrutiny over many areas 
of public concern, especially at the local lev- 
el, and promoting, rather than restricting, 
criticism that exposes corruption or other 
misconduct. 

This theme resonates with the outrage 
that has been expressed over the abuses in 
these defamation cases. But China’s leader- 
ship confronts a quandary in facing this de- 
mand for freer speech and more public 
oversight. The legitimacy of one-party rule 
is in large part premised on maintaining 
the stability that has en- 
abled the rapid econom- 
ic development of recent 
decades. Allowing un- 
fettered criticism of the 
misconduct of local of- 
ficials runs the risk of 
undermining the au- 
thority of the party. But 
at the same time, failing 
to harness public criticism and oversight in 
the service of exposing such misconduct 
carries serious risks, too. In a year when a 
series of sensitive anniversaries coincides 
with the impact of the global financial crisis 
on China’s economy, authorities in Beijing 
must be concerned that mishandling public 
anger over the slightest grievance could 
easily result in one of the tens of thousands 
of “mass incidents” that flare up through- 
out China each year. 

To be sure, China’s constitution already 
explicitly grants citizens the right to criti- 
cize and make recommendations to the 
government, but as these and other cases 
have repeatedly shown, respect for individ- 
ual rights is often ignored in the implemen- 
tation of the law. If China were to remove 
the ability for the state to bring criminal- 
defamation charges against critics, it would 
be an important first step. Left unremedied, 
though, would be another provision in the 
criminal law that is routinely used for the 


nn ittittti ia kaai arini iri AA etre lr nna TAA SH 


w= CENSORSHIP c= 


Failing to harness 
public criticism in the 
service of exposing 
misconduct carries se- 
rious risks for China. | 


same purpose: the law against “inciting 
subversion.” In prohibiting the “use of ru- 
mor, slander, or other means to incite sub- 
version of state power or overthrow of the 
socialist system”—an offense punishable by 
up to five years in prison (or more, in “ma- 
jor” cases)—this law is arguably an even 
more explicit protection of the govern- 
ment’s reputation, this time on the grounds 
of safeguarding “national security.” 

For more than a decade, Chinese au- 
thorities have been imprisoning individuals 
on the grounds of “inciting subversion” for 
expressing criticisms in print or online. Hu 
Jia, Gao Zhisheng, and 
Liu Xiaobo are just 
some of the dozens of 
people who are current- 
ly imprisoned or “disap- 
peared” on these 
charges. None of them 
advocated overthrow of 
the government in any 
recognizable manner, 
but each did question some of the institu- 
tions and policies of the one-party state led 
by the Chinese Communist Party. Ulti- 
mately, there is little that distinguishes the 
abuse of defamation charges by local offi- 
cials determined to stifle criticism and pre- 
serve their reputations from use of “inciting 
subversion” to stifle criticism of the party 
and the system as a whole. 

All societies benefit by fostering public 
debate, even societies with “Asian values” 
or “Chinese characteristics.” Chinese au- 
thorities may feel they have an interest in 
allowing limited criticism to whistleblow- 
ers like Wang Shuai, Wu Baoquan, and 
Deng Yonggu as part of the effort to root 
out corrupt local officials, but one suspects 
that such freedom is unlikely to be extend- 
ed to those who have criticisms to level at 
the broader political system and institu- 
tional weaknesses that enable such local 
abuses of power to routinely take place in 
the first place. L 
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The Erosion of 
U.S. Power in Asia 


by Dan Blumenthal 





HEN GEORGE W. Bush was 
president, critics of his 
Asia policy liked to say 
that America was “get- 
ting its derriere kicked” 
by China. By this the critics meant that the 
war in Iraq was a big distraction and that 
the United States was not attending enough 
Asian multilateral conferences, where it 
could demonstrate its “soft power.” 

While this case against the Bush admin- 
istration was never wholly convincing, it 
did contain a kernel of truth. Beijing did 
gain regional influence at Washington’s ex- 
pense under Mr. Bush’s watch. But Beijing 
did so not through kinder and gentler diplo- 
macy alone; rather, China grew its military 
at a rapid clip and the region took note. 

If President Bush somewhat neglected 
this troubling turn in Asia’s balance of pow- 
er, President Barack Obama is doing his 
predecessor one better. His administra- 
tion’s recent announcement to cut defense 
programs puts America’s long-standing 
military superiority in the Pacific at risk. If 
left standing, these cuts—heavily targeted 
on high-technology weapons systems and 
“power-projection” platforms essential to 





preserving that superiority—might mean 
that America doesn’t have much of a der- 
riere left in Asia at all. 

Though “soft power” and “smart pow- 
er” (as opposed, one presumes, to the “stu- 
pid power” exercised by President Obama’s 
predecessors) are all the rage in the Obama 
administration, Asia remains a dangerous 
place where good, old-fashioned “hard 
power” still matters. Since World War O, 
the U.S. military has guaranteed the peace 
and prosperity that, with few exceptions, 
have characterized the region. Yet no peace 
keeps itself; someone has to enforce it. This 
truism is particularly true in Asia, where 
just beneath the surface America’s allies 
fear a rising China, a nuclear North Korea, 
and the continued threat of jihadi terror- 
ism. In short, America’s military presence 
in the region is as important as ever. 

One need only scan a map of the region 
to understand the totality of America’s stra- 
tegic tasks in Asia. The geographical area 
encompassing the American Pacific Com- 
mand’s “area of operations” includes 50% 
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of the world’s population, 36 countries 
within 15 time zones, the world’s three larg- 
est economies and five largest militaries. In 
addition, the U.S. has five alliances to at- 
tend to in the region. 

While the Pacific Command’s main jobs 
are shielding Japan, South Korea and Tai- 
wan against aggression and maintaining its 
solid alliance with Australia, on any given 
day Pacific forces further could be simulta- 
neously engaged in antiterrorist exercises 
with the Philippines, humanitarian relief 
operations in Oceania, military exchanges 
with India, helping to professionalize the 
Indonesian military and policing the vital 
sea lanes through which one third of the 
world’s trade travels. 

In fulfilling its security duties in the re- 
gion, the U.S. military is providing one of 
the principle public goods of East Asia. To 
be sure, America’s regional allies want 
Washington to participate in Asia’s many 
diplomatic conferences and contribute to 
regional economic integration. But to para- 
phrase Teddy Roosevelt, one of the first 
American statesman to recognize the Pa- 
cific’s importance, as much as Asians want 
the U.S. to “speak softly,” they also want it 
to carry a “big stick.” They welcome the 
U.S. for its unique ability to ensure a stable 
balance of power in a region marked by a 
rising global power, China, and a weak but 
dangerous nuclear nation, North Korea. 

All regional allies know that China has 
not become a postmodern, European-style 
power that eschews military force. To the 
contrary, China has become quite fond of 
its newfound military muscle. Beijing 
proudly displayed that might last week in 
Qingdao, as China celebrated the 60th an- 
niversary of her growing navy. 

Neither has the conventional threat 
North Korea poses to its southern neigh- 
bor and Japan disappeared. Tokyo watch- 
es in dismay as Pyongyang inches ever 
closer to acquiring the means to deliver its 
nuclear weapons. 


œo DEFENSE c= 


But it is the transformation of Chinese 
military power that is causing the most 
Asian heartburn. China has built up its mil- 
itary across the board. Its submarine fleet 
has grown faster than any other in the 
world, it now has a large and lethal arsenal 
of conventional cruise and ballistic mis- 
siles, and it has announced plans to deploy 
aircraft carriers. Worrying about China is 
far from a case of what Defense Secretary 
Robert Gates calls “next war-itis.” The U.S. 
isn’t in a war with China—mercifully—but 
there is already a military competition. 

Take China’s submarine fleet for exam- 
ple. Since 1995 China placed into service 38 
new submarines—a rate of 2.9 per year. In 
contrast, during the same period of time 
the U.S. has reduced its submarine force by 
about 25 boats. 

The Chinese have not only noticed the 
imbalance, they are counting on a contin- 
ued decline in America’s Pacific naval pow- 
er. China’s Rear Admiral Yang Yi gloated 
that “China already exceeds the United 
States in [submarine production] five times 
over ... 18 [U.S. submarines—the amount 
resident in the Pacific] against 75 or more 
Chinese submarines is obviously not en- 
couraging [from a U.S. perspective].” The 
Chinese admiral is spot on. U.S. boats are 
superior, though the quality gap is closing. 
And in this vast region, numbers matter. 

The rise of the Chinese submarine fleet 
and symmetrical decline in American subs 
is reflective of a broader trend. China is 
well on its way to having the greatest 
number of fighter planes, surface ships, 
missiles and submarines in the region. U.S. 
Secretary Gates rightly wants the military 
to concentrate on the “wars we are in.” But 
we cannot do so at the expense of the mil- 
itary competition we are in. China military 
strength is not some futuristic abstraction. 
Indeed, we might think of China as a pow- 
er-of-tomorrow, but our Asian allies see 
the daily realities of rising Chinese power. 
Beijing has already changed the military 
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balance in the Asia-Pacific region to the 
great consternation of America’s key allies 
and friends, such as Japan, Taiwan, South 
Korea and India. 

The point is not that Washington is 
poised to go to war with North Korea or 
China. Rather, only by maintaining its role 
as Asia’s security guarantor can the U.S. 
hope to secure an enduring peace in this 
dynamic region. It has a strong interest in 
avoiding even the perception of American 
retrenchment. That would be a recipe for 
a spiraling arms race among the region’s 
great powers. It is no accident that Japan, 
South Korea, Taiwan and Australia, all ca- 
pable of acquiring nuclear weapons, have 
not yet taken that road. They have been 
confident in the American security um- 
brella. If current trends continue, are we 
sure those states would not reconsider the 
wisdom of that policy? 

That is why the Obama administra- 
tion’s defense cuts are so detrimental to 
American strategy. The day after North 
Korea’s long-range missile test, the U.S. 
announced deep cuts to missile defense 
and satellite programs. The Airborne La- 
ser program that Mr. Obama axed is not 
only the most promising and immediate 
method for intercepting ballistic missiles 
in the “boost” phase—that is, shortly after 
launch—but also the first significant use of 
directed energy as a weapon, a technology 
that may prove to be yet another revolu- 
tionary change in warfare sparked by 
American ingenuity. 

There is a broad consensus among mis- 
sile defense experts that to effectively de- 
fend ourselves and allies against the 
lethality of Chinese and North Korean 
missiles we need a multilayered defensive 
capability. A missile defense system must 
attempt to shoot down missiles at all points 
on its trajectory. The Obama administra- 
tion has just undermined that capability. 

There are further implications for Asia 
in the Obama defense cuts: The decision to 


end production of the stealthy F-22s will 
preclude developing an export variant for 
Japan to reinforce its own ability to deter 
North Korean and Chinese mischief. 

And, with the increased sophistication 
of the Chinese air defense system, only 
the highly maneuverable, supersonic and 
stealthy F-22 can assure American domi- 
nance of the skies, historically the corner- 
stone of U.S. military superiority. Military 
officers in the Pacific privately say that the 
Department of Defense’s decision to cap 
its F-22 arsenal at 187 planes is sufficient 
only if every aircraft is available in a crisis. 
But that is an unrealistic assumption. It is 
far more likely that the Pacific air force 
will have to take much greater risks with 
far fewer F-22s should it be involved in a 
conflict. Plans to delay funding for a next 
generation, long-range bomber likewise 
decrease our deterrent in a part of the 
world where flight times from fixed bases 
are long. 

Also missing from the defense budget 
is any increase in the naval fleet. The Navy 
set a goal of a 313-ship fleet only a few 
years ago, up from around 280 today 
(roughly half of the total at the end of the 
Cold War), yet the Obama plan falls well 
short of that number. We now have less 
ships in our fleet that at any time since 
World War I. 

The consequences are stark. Given the 
expanse of the Pacific and surrounding 
seas, the number of maritime vessels we 
have matters. With a smaller fleet Ameri- 
ca’s ability to track the Chinese deploy- 
ment of submarines throughout the 
Western Pacific and Indian Ocean will 
erode. As if to demonstrate the coming 
challenges to America’s fleet, last month 
Chinese warships harassed an American 
surveillance vessel operating in interna- 
tional waters around the South China Sea. 
The U.S. Navy had to send an armed escort 
to complete its surveillance mission. 

Growing Chinese dominance of Pacific 
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waterways will inevitably become a factor 
in America’s strategic calculus in the re- 
gion. Chinese military attack boats and bal- 
listic missile submarines that carry the 
means for nuclear attack cannot be easily 
dismissed ifthe U.S. is to maintain its status 
as keeper of the peace in the Pacific. The 
Chinese are looking to deny us access to the 
region, and we’re doing little to stop them. 

Make no mistake, starved of resources 
regional commanders will be forced to 
give up important missions, from human- 
itarian relief and security cooperation in 
Southeast Asia to deterring aggression and 
defending allies in 
North Asia. The conse- 
quences of eroding mil- 
itary capability are easy 
to understand. Less 
fighter aircraft means 
more risk of adversary 
aggression, a smaller 
navy means an eroding 
capability to keep the 
seas safe for trade, fewer cargo planes 
means less humanitarian missions that 
buy us goodwill. It is fashionable these 
days to divide power into the “hard” and 
“soft” categories. In reality, the successful 
exercise of power is and always has beena 
careful calibration of diplomacy with the 
force to back it up. An erosion of the latter 
will render the former hollow. 

In announcing his defense cuts, Mr. 
Gates stated that he was making “a virtue 
of necessity,” conceding that the Obama 
plan was an exercise in budget cutting to 
pay for favored domestic programs. Mr. 
Gates promises that he will explain his 
judgments about “balancing risks” some- 
time soon, but a risk assessment is no sub- 
stitute for a strategy. American strategy in 
Asia has been remarkably successful since 
World War II. Through a set of alliances 
and partnerships and a strong military 
presence we have provided the security 
cocoon within which nations could pros- 
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per rather than compete. If Mr. Obama 
wants to continue along this path, his de- 
fense plan will not give him the means. 
In the near future, Mr. Obama will an- 
nounce his policies toward China and 
North Korea. Though he will attempt to 
put his own imprimatur on his Asia poli- 
cies he will, in some fashion, continue 
those of his predecessors. He will un- 
doubtedly want to “engage” China and 
“hedge” against a downturn in relations. 
This is traditional rhetoric, but a worrying 
yet increasingly truthful characterization 
of U.S.-China relations was articulated by 
Secretary of State Hill- 
ary Clinton during her 
visit to Beijing. Her 
message was, in effect, 
just keep financing our 
debt and our com- 
plaints about your hu- 
man rights polices will 
be muted. Considering 
that complaints about 
China’s military buildup were already 
muted before Mr. Obama took power, there 
are questions about the Obama adminis- 
tration’s interest in serious “hedging.” 
The president also will pronounce a nu- 
clear North Korea “unacceptable” to the 
U.S. He will pontificate about the need for 
more attentiveness to South East Asia. The 
problem is that without the military power 
to back up America’s diplomatic goals, these 
policy proclamations will increasingly ring 
hollow. America’s allies know it. And, even 
worse, China and North Korea know it. 
The cuts being proposed in defense 
programs and spending is a false economy. 
Keeping the peace and deterring trouble is 
far less costly than opening the door to 
greater competition and temptations to- 
ward aggression. Hopefully, this is a point 
that the U.S. Congress will keep in mind 
as it fulfills its own constitutional respon- 
sibilities in funding and maintaining the 
country’s military. = 
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Beijing 


Learns 


To Be a Superpower 


by Willy Lam 





HE YEAR 2009 will go 
down in history as a water- 
shed for the expansion of 
China’s global clout. The 
world financial crisis may 
have dealt the Chinese economy a blow, but 
it has hardly deterred the Chinese Commu- 
nist Party leadership from aggressively pro- 
jecting both hard and soft power. This has 
been made possible by not only China’s fast- 
growing economic and military might but 
also the decline of America’s international 
influence in the wake of the Iraq war and 
the meltdown of its financial institutions. 

President Hu Jintao, who heads the 
ccp’s Leading Group on Foreign Affairs, is 
pushing “quasisuperpower diplomacy” to 
consolidate China’s pre-eminence in the 
new world order. Despite the charm offen- 
sive launched in Europe and Latin Amer- 
ica by President Barack Obama, there is no 
denying that Mr. Hu has stolen some of the 
limelight traditionally accorded the leader 
of the Free World. 

For example, at photo ops at the G20 
conclave in London, the Chinese supremo 
was seated right next to Queen Elizabeth II 
and host Prime Minister Gordon Brown. 





The official Chinese media has made much 
of comments by Western observers that the 
G20 has morphed into the G-2, namely the 
world’s lone superpower and the rising 
quasisuperpower. There is also talk of a Pax 
Americhina, or Chinamerica, dominating 
21st-century geopolitics. 

The image of China as the fire-spitting 
dragon was etched onto television screens 
around the world as the Chinese Navy cel- 
ebrated its 60th birthday in the port city 
of Qingdao late last month. Military rep- 
resentatives from 29 countries were on 
hand to witness the Chinese navy showing 
offits first indigenously manufactured nu- 
clear submarines and other state-of-the- 
art hardware. One month earlier, Defense 
Minister Liang Guanglie had told visiting 
Japanese counterpart Yasukazu Hamada 
that the People’s Liberation Army was go- 
ing ahead with its program of building air- 
craft carriers. Western experts think the 
PLA has plans to construct up to four flat- 
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tops in the coming decade. Beijing is also 
pulling out the stops to land a Chinese as- 
tronaut on the moon by 2015. All these add 
up to ano-holds-barred power projection 
that is rare in China’s 5,000-year history. 

Mr. Hu, who is also chairman of the 
Central Military Commission, the equiva- 
lent of commander-in-chief, has made ma- 
jor revisions to the foreign and security 
policies of his predecessors. Deng Xiaop- 
ing, the late patriarch, laid down this se- 
ries of dictums in the late 1980s and early 
1990s: In foreign policy, “take a low profile 
and never take the lead”; and regarding 
the United States, “avoid confrontation 
and seek opportunities for cooperation.” 
This changed slightly in the mid-1990s; 
former President Jiang Zemin pioneered 
from the mid-1990s onward a so-called 
“sreat power diplomacy under the global 
climate of one superpower, several great 
powers,” meaning that China should work 
together with other great powers such as 
Russia, Japan and the European Union to 
transform a “unipolar world order”—one 
that is dominated by the U.S.—into a “mul- 
tipolar world order.” 

However, under Mr. Jiang, China con- 
tinued to avoid direct conflicts with the 
lone superpower. And the relationship be- 
tween the Jiang leadership and the Clin- 
ton administration was by and large stable. 
At the same time, Mr. Jiang tried to per- 
suade China’s neighbors that Beijing was 
sticking to a “peaceful rise” strategy, that 
is, the Middle Kingdom’s emergence would 
not pose a threat to them. 

China’s econom- 
ic, military and dip- 
lomatic clout had 
expanded dramati- 
cally by the time 
Mr. Hu took over 
in late 2002. See- 
ing itself as a 
quasisuper- 
power, Beijing 





















is no longer shying away from frontal con- 
tests with the U.S., China’s strategic com- 
petitor. For the Hu-led Politburo, 
quasisuperpower diplomacy means China 
will expand its influence in regions rang- 
ing from the Association of Southeast 
Asian Nations bloc to Africa and Latin 
America—and in global bodies such as the 
United Nations, the World Bank and the 
International Monetary Fund. 

Blaming Washington for failing to reg- 
ulate its multinational financial firms, 
Beijing is lobbying hard for a “new global 
financial architecture” shorn of U.S. dom- 
ination. Most significantly, Beijing is try- 
ing to prevent American naval and air 
power from dominating the Asia-Pacific 
Region. And the PLA is developing enough 
firepower to thwart an “anti-China con- 
tainment policy” supposedly spearheaded 
by Washington and abetted by such U.S. 
allies as Japan, South Korea, the Philip- 
pines and Australia. 

In an apparent revision of the “peace- 
ful rise theory,” China’s military officers 
and analysts are saying that to attain a 
global status commensurate with China’s 
comprehensive strength, the PLA should 

not only seek sophisticated weapons 
but also be constantly primed for war- 
fare to defend Chi- 
na’s core interests. 
According to Gen- 
eral Zhang Zhao- 
yin, the PLA must 
abandon the out- 
dated doctrine of 
“building a peace-oriented 
army at atime of peace.” Writ- 
ing in the official Liberation 
Army Daily, General Zhang 
argued that “preparing for 
battle, fighting wars, and win- 
ning wars have always been 
the fundamental tasks of the 
army.” “The PLA 
must never devi- 
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ate from the doctrine of ‘being assiduous 
in preparing for warfare, and seeking to 
win wars,” added Mr. Zhang, who is the 
deputy commander of a Group Army in the 
Chengdu Military Region. 

Strategist Jin Yinan has posited the the- 
ory that “China can not emerge in the midst 
of nightingale songs and swallow dances,” 
areference to the placid pleasures of peace- 
time. Mr. Jin, who teaches at the National 
Defense University, indicated that China 
had to “hack out a path through thorns and 
thistles” in its search for greatness. “When 
a country and a people 
have reached a critical 
moment, the armed 
forces often play the 
role of pivot and main- 
stay” in ensuring that 
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its land, sea and air territories to include 
areas such as the vast oceans traversed by 
Chinese oil freighters—as well as outer 
space. “Wherever our national interests 
have extended, so will the mission of our 
armed forces,” Mr. Huang wrote. “Given 
our new historical mission, the forces have 
to not only safeguard the country’s ‘territo- 
rial boundaries’ but also its ‘boundaries of 
national interests.” “We need to safeguard 
not only national-security interests but 
also interests relating to [future] national 
development,” he added. This novel con- 
cept would vastly in- 
crease the “legitimate” 
areas where the PLA can 
operate. 

There seems little 
doubt that the hawkish- 


national goals are met, from frontal contests ness demonstrated by 
Mr. Jin noted. ‘th Washi these PLA officers is in 
What is alarming wit asnington. large measure aimed at 


particularly to China’s 

neighbors is that a number of hawkish PLA 
officers want to fine-tune yet another Deng 
doctrine on how to handle sovereignty dis- 
putes with nearby states, namely, “shelve 
sovereignty disputes and focus on joint de- 
velopment.” According to Rear Admiral 
Yang Yi, an NDU professor, Deng’s dictum 
“must be based on the premise that sover- 
eignty belongs to China.” He warned un- 
named countries that it is “dangerous” to 
assume that Beijing would not resort to 
force simply due to its anxiety to foster 
peaceful development and to polish its in- 
ternational image. “Strong military force is 
a bulwark for upholding national interests,” 
Mr. Yang pointed out. “The Chinese navy is 
a strong deterrent force that will prevent 
other countries from wantonly infringing 
upon China’s maritime interests.” 

More significantly, Liberation Army 
Daily commentator Huang Kunlun has 
raised the notion of “the boundaries of na- 
tional interests.” Mr. Huang argued that 
China’s national interests had gone beyond 
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the U.S., which is seen 
as the most serious constraint on China’s 
rise. And Mr. Hu’s strategy is precisely to 
step into the vacuum in global influence 
that is due to the depletion of American 
might. That U.S. troops are bogged down 
in Iraq and Afghanistan has deprived to 
some extent Washington’s ability to play 
the role of global cop. 

Worse, the U.S. has lost much of the 
moral high ground—as well as soft power— 
that it used to have. The wholesale collapse 
of American banks, insurance companies 
and manufacturing giants has shown 
weaknesses in the “American model of lais- 
sez-faire capitalism.” By contrast, the “Chi- 
na model”—a socialist market economy 
coupled with tight government control 
over many aspects of society—has gained 
respect in disparate parts of the world. 

More significantly, the mutating power 
equation between China and the U.S. has 
emboldened the Hu leadership in its geo- 
political calculus. In the early 1990s, then- 
President Jiang began asking his 


foreign-affairs aides this question: whether 
China needs the U.S. more than it needs 
China—and by how much. If, in quantita- 
tive terms, an equal degree of interdepen- 
dence is characterized as 50 to 50, the “ratio 
of interdependence” between China and 
the U.S. in the early to mid-1990s was reck- 
oned by Chinese experts as around 70 to 30. 
This figure changed to 65 to 35 by the turn 
of the century. In the wake of the Iraqi cri- 
sis and, in particular, the financial tsunami, 
a number of Beijing strategists think the ra- 
tio has changed to between 60 to 40 and 55 
to 45. 

Recent developments have testified to 
the fact that at least in the economic realm, 
a kind of rough parity has been obtained 
between the two countries. While the U.S. 
is China’s largest export market, China is 
also the biggest buyer of American govern- 
ment bonds and other securities. Premier 
Wen Jiabao has openly queried the “safety” 
of these Chinese-held U.S. assets. It is part- 
ly due to these new realities that the Obama 
administration has toned down its criticism 
of China’s exchange-rate policy and other 
controversial trading practices. Washing- 
ton has also curtailed negative comments 
of Beijing’s human-rights record as well as 
its policy toward Tibet and Xinjiang. 

According to Chen Xiangyang, a senior 
strategist at the China Institute of Con- 
temporary International Relations, Beijing 
wants to “occupy the vantage point” and 
“seize the initiative” in global geopolitical 
contention. “We want to articulate China’s 
voice, safeguard China’s image and ex- 
pand China’s national interests,” he point- 
ed out. One example is the proactive, 
“strike-first” posture struck by China at 
the G20 meeting. 

A couple of weeks before the London 
summit in early April, Beijing captured the 
world’s attention by suggesting that “spe- 
cial drawing rights” of the rmF should re- 
place the U.S. dollar as the “new global 
currency” in which countries hold their re- 
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serves. The Hu leadership also wants to 
boost the say of developing countries in the 
World Bank and the mmr. While Ching’s 
proposal about the new world currency was 
not seriously discussed in London, the 
country’s profile as the originator of global 
initiatives was raised tremendously. 

Another example of Beijing’s newfound 
assertiveness is the so-called red-line di- 
plomacy. In internal papers, the cce lead- 
ership has made reference to “drawing red 
lines” around areas and issues deemed vi- 
tal to China’s core interests—and which 
foreign powers will not be allowed to 
touch. Red-line diplomacy has been de- 
ployed, for instance, to isolate the Dalai 
Lama, the Nobel Peace Prize winner who 
leads the Tibetan exiled movement. In 
March, the government of South Africa 
decided to bar the Dalai Lama from par- 
ticipating in an international peace confer- 
ence in Johannesburg. After Pretoria’s 
surprise decision, a number of Nobel Prize 
winners who were originally invited to the 
conference boycotted the session, which 
was then cancelled. 

Earlier, Beijing suspended normal ties 
with France after President Nicolas Sar- 
kozy met with the Dalai Lama last Novem- 
ber. Relations were restored—and Messrs. 
Hu and Sarkozy held a bilateral “mini- 
summit” in London—only after Paris had 
issued a statement saying it does not sup- 
port Tibetan independence. 

At the same time, the cash-rich Chi- 
nese government has earmarked some 
$6.62 billion to boost “overseas propagan- 
da,” that is, to spread Chinese soft power 
globally. Prominent state media, including 
ccTv and Xinhua News Agency, will vast- 
ly enhance programs and news feeds in 
different languages for Western and Asian 
audiences. Also on the drawing board is an 
English news channel modeled upon Al 
Jazeera that will allow the world to get the 
Chinese take on issues ranging from poli- 
tics and finance to culture and religion. 
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A key thrust of Beijing’s self-laudatory 
hard-sell is to convince the world of the 
superiority of the “China model” of gover- 
nance. As Peking University political sci- 
entist Yu Keping indicated, the China 
model has “enriched our knowledge about 
the laws and paths toward social develop- 
ment and promoted the multipronged de- 
velopment of human civilization in the age 
of globalization.” And according to Central 
Party School Professor Zhao Yao, the Chi- 
na model is worth maximum exposure be- 
cause “it has saved the world socialist 
movement.” “Through the reform and 
open door policy of China, new vistas have 
been opened up for socialism,” Mr. Zhao 
asserted. 

Will the Hu leadership succeed in its 
global power putsch? Much hinges on 
whether Beijing is willing and able to func- 
tion as a law-abiding member—what Wash- 
ington once called a “responsible 
stakeholder”—of the international commu- 
nity. However, China’s image suffered a 
blow on the occasion of the recent launch 
of an intercontinental missile by its client 
state and ally, North Korea. Not only did the 
ccP leadership fail to condemn Pyongyang; 
it tried to prevent the United Nations Secu- 
rity Council from imposing new sanctions 
on the Kim Jong-il regime. Beijing’s irre- 
sponsible behavior has reminded the world 
of similar relationships that China has 
maintained with a host of pariah states 
such as Burma, Sudan, Angola and Zimba- 
bwe. 

One reason why Beijing seems to have 
condoned Pyongyang’s brinksmanship is 
that it wants to use the “North Korean 
card” when dealing with the U.S., Japan 
and South Korea. However, the ccr lead- 
ership’s cynical stance has alienated these 
and other countries. After all, the down- 
side of Beijing’s quasisuperpower diplo- 
macy is that it will give further ammunition 
to critics of China—and lend credence to 
the “China threat theory.” The latter has 


become popular in several Asian countries 
following Beijing’s more assertive stance 
in its recent territorial spats with Japan 
(over the Senkaku Islands, known as the 
Diaoyu in China) and with the Philippines 
(over the Scarborough Shoal, known as 
Huang Yan Islet in China). If these con- 
flicts were to escalate, it is possible that 
countries including Japan, South Korea 
and the Philippines might be more predis- 
posed toward joining the U.S. in reactivat- 
ing a “containment policy” against the 
would-be quasisuperpower. 

Another major factor hampering Chi- 
na’s “great leap outward” is stagnation in 
political reform within the country. Presi- 
dent Hu has since last year reinstated with 
gusto Maoist institutions such as “demo- 
cratic centralism,” a euphemism for boost- 
ing the powers of the Politburo Standing 
Committee. Political liberalization has 
been frozen. The pLa’s clout, meanwhile, 
has been augmented because of its role in 
not only bolstering China’s global reach 
but also suppressing an estimated 100,000 
cases of protests, riots and disturbances 
that break out annually. Unlike military 
forces in most countries, the PLA is a “par- 
ty army,” not a state army. This means that 
it answers to only a handful of top ccp cad- 
res such as Mr. Hu, who also requires the 
support of the top brass to maintain the 
pre-eminence of his own ccp faction. 

That the Chinese armed forces are not 
subject to meaningful checks and balanc- 
es has raised fears among China’s neigh- 
bors that the generals might, for their own 
benefits, be pushing the country toward 
an expansionist and adventurous foreign 
policy. The ccr leadership’s refusal to give 
up Maoist norms such as the “party’s ab- 
solute leadership over the armed forces” 
and “the synthesis of [the requirements 
of] peace and war” has dented the global 
appeal of the China model—and detracted 
from the viability of Beijing’s quasisuper- 
power diplomacy. = 
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Time to Get Tough 
With Pakistan 


by Jeff M. Smith 





ACK IN 2007, commenta- 
tors were sounding the 
alarm that Pakistan was 
approaching a precipice. A 
lot has changed in two 
years. Pakistan’s problems then—protesters 
clogging the streets of Islamabad demand- 
ing President Musharraf’s resignation, and 
sporadic Taliban raids on coalition forces 
in Afghanistan—were but a glimpse of the 
danger ahead. No one could have imagined 
the speed and intensity with which the 
Taliban and their allies have since spread 
east from their sanctuary in the Hindu 
Kush mountains to threaten an invasion of 
the Pakistani capital. 

Pakistan’s deepening disorder coin- 
cides with the release of the Obama ad- 
ministration’s new “Af-Pak” strategy. 
Unfortunately, President Barack Obama’s 
“new” approach is wholly inadequate—at 
least as regards Pakistan. Its drafters have 
attempted to approach an intractable prob- 
lem by marginally improving a strategy— 
providing billions of dollars of aid—that 
has proved ineffective for the better part 
of seven years. Part of this dissonance may 
be attributed to an insufficient apprecia- 





tion of the gravity of the threat. Part is due 
to a poor understanding of the strategic 
priorities of the Pakistani state itself. After 
all, in the words of United States’ Special 
Representative to Afghanistan and Paki- 
stan Richard Holbrooke, “If Afghanistan 
had the best government on earth, a drug- 
free culture and no corruption it would 
still be unstable if the situation in Pakistan 
remained as today.” 

Everyone is familiar with Pakistan’s 
combustible mix of nuclear weapons, un- 
derhanded intelligence services and terror- 
ist safe-havens. It’s long been clear that al 
Qaeda and the Afghan Taliban have been 
using Pakistani territory as a safe-haven to 
conduct attacks on coalition forces in Af- 
ghanistan. But it was not until recently, 
with the rise of the Pakistani Taliban or 
Tehrik-e-Taliban Pakistan (TTP), a young 
and zealous new army of Pakistani Pash- 
tuns formed in 2005, that the Pakistani 
state has come under threat, presenting the 
U.S. with a foreign-policy challenge with 
no peer. The rrp has swarmed out of Paki- 
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stan’s Federally Administered Tribal Areas 
(FATA) into the Northwest Frontier Prov- 
ince (NWFP) and the “settled” valleys of 
Pakistan’s east. 

Former foot-soldiers from the Afghan 
civil war of the 1990s, they have invaded 
the Swat Valley and Buner Province (60 
miles from Islamabad) in recent weeks, 
bringing them within reach of the Punjab— 
Pakistan’s political, cultural and economic 
heartland, and the domain of its nuclear- 
weapons arsenal. A brazen attack on a po- 
lice compound outside Lahore in March, 
only 20 miles from the Indian border, dem- 
onstrated that there is no 
limit to their reach within 
Pakistan. Analysts are 
particularly concerned 
that their eastward march 
could bring them in con- 
tact with the Kashmiri 
insurgent groups that op- 
erate out of Pakistan’s 
northeast, such as Lash- 
kar e-Taiba, infamous perpetrators of the 
terrorist attacks in Mumbai. 

Islamabad’s response to this “mortal” 
threat has been tepid—and impotent to 
date. Several military offensives by the 
army have been repelled or ineffective (sev- 
eral thousand Pakistani soldiers have been 
killed) and a series of ill-conceived peace 
deals have only provided the Taliban more 
land and breathing space. Only the govern- 
ment has honored them. A series of tribal 
lashkars or local militias formed to oppose 
the Taliban have failed. The rrp have over- 
turned the traditional tribal hierarchy, be- 
heading tribal elders and granting mullahs 
unprecedented authority (in Pashtun cul- 
ture, mullahs historically occupy the bot- 
tom of the social ladder). The group has 
destroyed centuries-old Sufi shrines, sym- 
bols of the moderate form of Islam tradi- 
tionally practiced in Pakistan. They have 
declared open season on girls’ schools and 
government sympathizers and jeopardized 
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NATO’s favored supply route to Afghanistan, 
where three quarters of the coalition’s sup- 
plies pass. 

Their successes have created ample 
breathing space for al Qaeda and the Af- 
ghan Taliban to conduct operations with 
impunity: Pakistani Interior Minister 
Rehman Malik recently broke with official 
denials and admitted that “10,000 foreign 
militants” had taken refuge in the tribal 
areas, Perhaps most worryingly, the TTP’s 
young and zealous chief, Baitullah Mehsud, 
has threatened to take his jihad to the steps 
of the White House in an attack that will 
“amaze everyone in 
the world.” Mean- 
while, the Taliban has 
solidified its relation- 
ship with al Qaeda. 
What was once an un- 
easy truce has been 
transformed into an 
enduring partnership. 
Local Taliban com- 
manders now jockey to host bin Laden in 
their newly liberated territory in Pakistan. 
“Like a brother [al Qaeda] can stay any- 
where they want,” announced Taliban 
spokesman Muslim Kahn from Swat Valley. 
“We will help them and protect them.” 

Several government leaders in the NWFP, 
headed by the secular Pashtun Awami Na- 
tional Party (ANP), have either capitulated 
to the Trp, taken to hiding or fled the 
country. The rest have been brutally mur- 
dered. Once thought of as a potential secu- 
lar bulwark against the Taliban, the ANP is 
a defeated force. The acting ANP president, 
Haji Adeel, laments: “Our children were 
killed. The government had lost its writ. 
Schools [were] burnt and infrastructure de- 
stroyed ... we [have] suffered great losses.” 
Islamabad, however, insists the “peace 
deals” are working. 

Finally, a dark shadow hangs over the 
slow disintegration of Pakistan. For apathy 
and negligence are not the military’s only 


sins in this sad story. Insurmountable evi- 
dence points to complicity in the Taliban’s 
resurgence from Pakistan’s army and the 
directorate for Inter-Services Intelligence 
(s1). The army chief of staff has been over- 
heard referring to specific Taliban com- 
manders as “strategic assets.” The U.S. has 
intercepted calls from Isi officials tipping 
off Taliban militants to American tactics 
and air-strikes. Hamid Gul, former chief of 
the Isl, proudly roots on the Taliban from 
the sidelines. 


Misguided Priorities 
SECRETARY OF STATE Hillary Clinton has 
rightly charged the Pakistan government 
with “basically abdicating to the Taliban 
and the extremists.” The question is, why? 
Why has Pakistan refused to take this ex- 
istential challenge seriously? And why has 
the army maintained links to the Taliban 
and refused to confront them with force? 
We are familiar with the historic links be- 
tween the Pakistan and the Taliban; the 
U.S. helped fostered them in the Afghan- 
Soviet war. But why now, when the Taliban 
have set their sights on their own patrons 
and brutally murdered thousands of Paki- 
stani civilians and officers, would Pakistan 
resist confronting this terrorist menace? 
It is certainly not due to a lack of capa- 
bility, as Pakistani officials regularly claim. 
It’s true that Pakistan has a 1,800-mile mil- 
itarized border with a neighbor against 
which it has fought three wars. And de- 
fending this border does demand a great 
deal of the military’s resources. However, 
Pakistan has the sixth largest army in the 
world, complete with advanced U.S. weap- 
ons systems and aircraft, nuclear arms, and 
a million men in active duty and reserve. It 
is not incapable of preparing a counterin- 
surgency campaign; it is unwilling. In any 
event, capability shortfalls can be filled 
with money, materials and training—all of 
which the U.S. can provide in abundance. 


But the military has refused to devote suf- 
ficient troops or resources away from the 
“Hindu menace” to fight “America’s war” 
against its Muslim countrymen, even if it 
costs them their country. 

Thus, the lack of willis Pakistan’s true 
deficiency and it derives from an ill-con- 
ceived and poorly understood strategic 
calculation. The Pakistani military is mo- 
tivated to support—or neglect confront- 
ing—the Taliban by several fears. Analysts 
initially clung to the notion that Pakistan, 
fearing an Indian invasion from the east, 
looked upon Afghanistan as a source of 
crucial “strategic depth”; a friendly terri- 
tory ideal both for guarding a strategic re- 
treat and for launching a countervailing 
insurgency. As the Taliban have vividly 
demonstrated, Afghanistan’s mountain- 
ous territory provides the ideal setting for 
asymmetric warfare. 

However, the strategic depth motiva- 
tion is but one of many. Pakistan’s second 
impetus for maintaining links with the 
Taliban is history. History tells the military 
leadership that the U.S. will eventually 
leave Afghanistan and that neighboring 
powers and their proxies will rush to fill 
the vacuum, as they did after the Soviet- 
Afghan war. Pakistan wants to ensure that 
its proxy, the Taliban, is in an advantaged 
position vis-a-vis the Afghan allies of In- 
dia, Iran, or Central Asia and Russia. 

But Pakistan would appear to bear a 
heavy cost just to maintain a geopolitical 
edge in desolate Afghanistan. Indeed, the 
calculation only comes into focus when one 
understands that Pakistan fears Kabul as 
much as it does New Delhi. A strong gov- 
ernment in Kabul poses a unique set of 
challenges for Pakistan. Foremost, it could 
challenge the Durand Line, the de facto Af- 
Pak border imposed by the British on a 
weak Afghan ruler in 1893. Subsequent 
governments in Kabul have refused to rec- 
ognize the Durand Line and an assertive 
Afghan government could breathe life into 
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old territorial claims. 

A challenge to the line is also a symbol 
for the much bigger claim that Pakistan 
fears most: a bid for loyalty of the Pashtuns. 
Since independence Pakistan has battled 
sporadic claims from the Pashtun commu- 
nity to either join Afghanistan or establish 
their own independent “Pashtunistan.” Is- 
lamabad views this ethnic nationalism as 
an existential challenge; a threat to the ter- 
ritorial integrity and basic foundation of its 
state. Of course, Pakistan is hypersensitive 
to ethnic nationalism, having lost half its 
land mass (now Bangladesh) in a traumatic 
1971 war ignited by Bengali nationalism. Ev- 
er since, Islamabad has made it a national 
priority to maintain either a friendly gov- 
ernment in Kabul (such as the Taliban) or 
to ensure Kabul was too weak to court the 
Pashtuns. For decades, the perpetually un- 
stable Afghanistan obliged. With a strong 
Kabul, that situation might change. No less 
importantly, Pakistan fears an unfriendly 
government in Kabul will strongly ally with 
India. Islamabad is convinced New Delhi is 
working to encircle and destroy it. 


A Cancer Within 


IF PAKISTAN’S VALLEYS are overrun with 
Taliban, and its military beholden to a de- 
structive strategic paradigm, Pakistan’s po- 
litical space has been infected by an even 
more insidious disease. The country’s main- 
stream political discourse all too often dis- 
plays the same allergy to self-criticism and 
affection for denial, spin and ignorance 
made famous on the Arab street. When the 
Taliban level a marketplace full of innocent 
Pakistanis, an unconscionable number of 
Pakistanis—in the media and in the mar- 
ket—are inclined to finger America, India 
or Israel. Proud claims of responsibility 
from the Taliban are ignored or conve- 
niently excluded from the nightly news. 
The less hysterical commentators, mean- 
while, portray the casualties as victims of 


“America’s war,” and the public buys it. 

The rot runs deep. A 2008 poll by Ter- 
ror Free Tomorrow revealed that a major- 
ity of Pakistanis (52%) blame the U.S. for 
the Taliban’s suicidal campaign against 
their country. Only 15% actually blamed 
the militants. Pakistani people, while still 
broadly moderate (they abhor attacks on 
civilians and strongly support democracy) 
have been so inculcated with religious, na- 
tionalist, and anti-Indian/American senti- 
ment that they present themselves as easy 
prey. This phenomenon lies at the core of 
Pakistan’s crippling inertia. It makes po- 
litical leaders that try to cooperate with 
America, warm to India, criticize foolhar- 
dy peace deals, or rally support against the 
Taliban unpopular. It stunts the natural 
outrage that Pakistanis should have di- 
rected at their leaders by now. 

A lack of political courage is not the pol- 
iticians only sin. Part of the reason the 
Taliban has marched so easily into the vil- 
lages of the east is that they claim to offer 
something the government has consistent- 
ly neglected to provide its people: order and 
justice. The people of the nwFe do not want 
Taliban-style sharia law (they voted over- 
whelmingly for secular parties in the latest 
election), but they are distraught by the cor- 
ruption of officials, the lack of authority 
and the ineptness of the judicial system. 

The military is equally culpable. Listen 
to an address from Army Chief of Staff 
Gen. Ashfaq Kayani to the top military 
brass and you will strain to hear the 
Taliban or al Qaeda mentioned once. What 
you will get in abundance, however, are 
vague and ominous warnings about “for- 
eign threats,” “those who seek to weaken 
our state” and the need to “safeguard our 
borders at all costs.” It takes a seasoned 
analyst to decipher whether these ambig- 
uous warnings refer to the U.S. or the 
Taliban; India or al Qaeda. His audience 
draws their own conclusions. 

The only voices of reason emerge from 
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distant corners of Pakistan’s courageous 
and liberal media. Unfortunately, the ran- 
dom injections of sanity have proved inad- 
equate to substantively affect the debate. 
Among the major political parties only 
Muttahida Quami Movement (MQM), a re- 
gional party in Sindh, have raised serious 
alarm over the Talibanization of the coun- 
try. The former coalition allies of President 
Pervez Musharraf, with a tainted history of 
their own, have at least insisted they will 
never accept the Talibanization of their 
country and have criticized Pakistan’s lead- 
ers for appeasement. 

In sharp contrast, the silence of the two 
mainstream political parties, the Pakistan 
Peoples Party and Pakistan Muslim League- 
Nawaz has been breathtaking. They are too 
busy engaged in petty political squabbles or 
too fearful of raising the Islamists’ ire to 
bring attention to the systematic destruc- 
tion of their country. Their strategy to-date 
has been to ignore the problem. President 
Asif Ali Zardari, the most outspoken voice 
against extremism, has been politically 
neutered; a “pawn” of the U.S. Meanwhile, 
PML-N chief Nawaz Sharif, undoubtedly the 
country’s most popular national politician, 
was forced after months of silence to com- 
ment on the Taliban’s spreading invasion. 
His bold prescription? “We’ve got to avoid 
that situation.” His tactics? Engage in dia- 
logue with militants. 

Politically, the Obama administration 
has made great strides toward recognizing 
the magnitude of the challenges in Paki- 
stan. Unfortunately, this has not yet trans- 
lated to the policy realm. The core of Mr. 
Obama’s new strategy is to attach strict 
conditionality to the substantial military 
and civilian aid the U.S. provides Pakistan 
each year. If the arrangement ensures that 
aid is actually directed toward antiterror- 
ism programs and productive civilian proj- 
ects Git has not in the past), President 
Obama can claim a victory. 

In the grand picture, however, account- 
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ing for aid is a small battle in a large war. As 
we have seen, the military’s problems are 
not primarily material; they are psycholog- 
ical. On the civilian side, aid destined for 
the FATA may, in time, incrementally allevi- 
ate the misery of the average Pakistani, but 
economic needs have never driven the 
spread of the Taliban and al Qaeda’s ideol- 
ogy. The motivations and goals of these 
movements are religious, political and ide- 
ological, not economic. They wish to repel 
the crusaders, punish the apostates, and 
bring Pakistan and the world under the rule 
of God’s law, the sharia. 

Aid in this case is a hammer without a 
nail. Not that the Pakistani state doesn’t 
require financial assistance; its economy 
is in dire straits and cannot be allowed to 
collapse. But as a tool to motivate the army 
or confront the jihadists, aid simply will 
not suffice. And in fact, rather than grant- 
ing the Obama administration new lever- 
age, the aid package is already generating 
a backlash within Pakistan. Officials in Is- 
lamabad have balked at the demand for ac- 
countability, insisting they will not accept 
aid with any restrictions. Prime Minister 
Yousef Gilani has said “aid with strings at- 
tached would fail to generate the desired 
goodwill and results in Pakistan.” 

Notably, one area where a focused and 
substantive aid package could provide util- 
ity is in education. The most worrying as- 
pect of the rise of the Taliban is not 
Washington’s flagging efforts to patch each 
new wound, but their inability to halt the 
poison spreading unseen from within. 
Within Pakistan today there are perhaps 
more radical preachers staffing more 
madrassas and poisoning more young 
minds than at any time or place in history. 
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ate better performance out of Pakistan’s 
political leadership. Diplomatic and mon- 
etary incentives have failed, so the Obama 
administration must be prepared to broad- 
en its policy horizons. It can begin with 
juicier carrots. 

Recognizing what Pakistan wants and 
fears from Afghanistan is the key to gener- 
ating a change in its policy toward the 
Taliban. Thus, engaging Kabul and Islam- 
abad in a constructive dialogue about long- 
neglected issues, such as the Durand Line 
and Pashtun nationalism, could go a way 
toward allaying the army’s fears about a 
strong Afghanistan. For Pakistan to truly 
abandon the Taliban and its allies it must 
view Afghanistan as a partner rather than 
athreat. Guarantees from Kabul that it will 
not challenge Pakistan’s territorial borders, 
legally or subversively, could reap substan- 
tial benefits. The U.S. should also press for 
a complimentary dialogue between New 
Delhi and Islamabad to craft an arrange- 
ment where both sides agree to a level of 
transparency about their activities in Af- 
ghanistan. Both processes would require 
intensive engagement and involvement 
from the U.S., but at the moment Washing- 
ton should have no higher priority. Several 
other incentives, if implemented carefully, 
could also help entice Pakistan: access to 
more advanced military equipment, the ex- 
pansion of military-to-military and cultur- 
al exchanges, and easing restrictions on 
crosscountry travel. 

Sharpening America’s stick will prove 
more challenging; it’s not a policy familiar 
to Washington, and it’s unclear how Paki- 
stan will respond. Drastic times, however, 
call for drastic measures. If the Pakistani 
military continues to demonstrate a lack of 
willin confronting the Taliban and hunting 
down al Qaeda, America should threaten to 
cut off aid. All of it. The army is concerned 
most with regime survival and the vulner- 
abilities exposed by the global economic 
crisis quickly become points of leverage for 
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a patron. There is a precedent: America im- 
posed sharp sanctions on Pakistan in the 
1990s for testing a nuclear weapon, a sin 
easily eclipsed today by its acquiescence in 
the rise of the Taliban. 

America should be prepared to expand 
the use of the unmanned aerial drones 
within Pakistan. President Obama is, wise- 
ly, planning to do that anyway, but it should 
be clear to Pakistan that sovereignty is as 
much a responsibility as a right. Ifthe army 
refuses to confront the enemies of America, 
Afghanistan and Pakistan, the U.S. will— 
wherever they are. Likewise, if Pakistan 
continues to hamper efforts to stabilize Af- 
ghanistan, the U.S. should make clear that 
it will seek assistance from those that are 
willing to help. And the only U.S. ally with 
the will and capability to contribute suffi- 
cient troops and equipment is India. Noth- 
ing would make Pakistan more 
uncomfortable. But Pakistan in part sup- 
ports the Taliban because it fears Indian 
influence in Afghanistan. America should 
reverse that calculation: supporting the 
Taliban will invite Indian influence while 
the Taliban’s fall would forestall the need 
for Indian assistance. 

Finally, America should make clear it 
will pursue, legally or militarily, anyone 
aiding or abetting the Taliban or al Qae- 
da—regardless of affiliation. Washington’s 
“look the other way” approach to the Is1’s 
double dealing has lost its entertainment 
value. Instead, the U.S. needs to impress 
upon Pakistan that it is not, and will never 
be, America’s adversary, but that anyone 
supporting extremism, whether draped in 
a turban or sporting shiny stars on his 
shoulder will be treated as an enemy. 

For the past 60 years, one image has 
haunted U.S. policy makers above all oth- 
ers: the possibility of a nuclear weapon fall- 
ing into the hands of fanatics with the 
intent to use them. For the first time, ever, 
that specter skirts perilously close to being 
a reality. Li 
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Pakistan Demands 
Money for Nothing 


by Mosharraf Zaidi 





N THE FACE of the Taliban 
onslaught, Pakistan’s key 
foreign-policy instrument 
has become the repetition 
ad nauseam of the “Paki- 
stan needs the world’s support” mantra. 
When the Pakistan’s Peoples Party (PPP) 
government officials play this song, they 
aren’t asking for prayers, a warm embrace 
or aknowing nod of support. They are ask- 
ing for money. There is of course nothing 
novel about politicians asking for cash. 

At a meeting in Tokyo on April 17, the 
world—in the shape of the Friends of Pak- 
istan forum—responded to Pakistan’s calls 
for support with pledges of over $5.28 bil- 
lion. Foreign governments that have 
stepped up to the plate are wondering 
though, just what the impact of their be- 
nevolence will be. How effective will mon- 
ey be in fighting the scourge of terrorism 
that is ravaging Pakistan’s tribal areas, the 
North West Frontier Province and increas- 
ingly other parts of the country? 

The standard attempt to answer this 
riddle is to deconstruct the Pakistani de- 
fense establishment. But attempting to an- 
swer this question through the lens of 





Pakistan’s military and intelligence ser- 
vices, their willingness to fight terror and 
their capability to do so, is in fact the 
wrong way to approach the problem. Save 
a few goodies for counterinsurgency, and 
a long wish list of high-tech items that the 
military knows it will never get from the 
Americans, the Pakistani government isn’t 
really asking for military aid. In many 
ways, its hands are tied. After all, how 
could it? Spin doctors in the employ of the 
current PPP government in Pakistan have 
a history of denigrating the military, its as- 
sertive approach to Pakistani national se- 
curity and its capability to defend Pakistan. 
Quite aside from a discussion about the 
role of the military in Pakistan, a most se- 
rious and not deeply enough explored is- 
sue in itself, the government in Pakistan 
cannot in good conscience ask for good 
money to be thrown after what it has itself 
called bad money. The country’s current 
ambassador to the United States, Husain 
Haqqani, for example, was introduced at 
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an event to launch his book Pakistan: Be- 
tween Mosque and Military, as follows: “In 
this provocative history, Carnegie Scholar 
Husain Haqqani reveals the depth of links 
between the Pakistani military and Is- 
lamists, while detailing the risks of this 
‘unholy alliance’ for the United States. 
Tracing how the military has sought U.S. 
support by making itself useful for con- 
cerns-of-the-moment—while continuing 
to strengthen the mosque-military alli- 
ance within Pakistan—the book offers an 
alternative view of political developments 
in Pakistan since independence in 1947.” 

To ask for money to prop up that very 
military would be incredibly disingenu- 
ous. Instead, Pakistan’s diplomats have 
crafted a different argument. The money, 
it is said, is not for the military, it is for the 
democrats. The argument is simple. The 
Pakistani state’s dysfunction means that 
government is unable to provide services 
to citizens. This inability to service citizen 
needs is rooted in a lack of funds. More 
money for the Pakistani government will, 
in the words of Ambassador Haqqani, “en- 
able Pakistan to provide for its people so 
that the appeal of radicalism in the name 
of Islam can be reduced.” And on the spe- 
cific issue of what the government will 
provide with this money, the ambassador 
says it will “extend effective law enforce- 
ment, education and justice to all parts of 
the country.” 

For starters, the idea that choosing a 
radical lifestyle and politics is a function 
of poverty is not just deeply problematic 
because it is controversial. It is in fact con- 
troversial because it simply isn’t true. A 
long and distinguished parade of studies 
have exposed the myth repeatedly, yet pol- 
iticians keep finding ways to make it part 
of the conventional wisdom of counterter- 
rorism strategies and operations. Leaving 
aside the seminal 1958 book by Daniel Le- 
rner that debunked the notion of extrem- 
ism as being the domain of the poor, there 


has been a frenzy of rigorous research 
leading to essentially the same conclusion. 
Charles Russell and Bowman Miller’s 1983 
paper, “Profile of a Terrorist,” found that 
almost two out of three of the terrorists 
they studied had university educations, 
and that more than two thirds of them be- 
longed to middle- or upper-class families. 
Maxwell Taylor writing in 1988 reaches 
the same conclusion. A major study titled, 
“Education, Poverty and Terrorism: Is 
there a Causal Connection?” by Alan B. 
Krueger and Jitka Maleckova in 2003 con- 
cluded that the evidence shows, “little di- 
rect connection between poverty or 
education and participation in terrorism.” 
In his 2006 paper titled, “Islamist Radical- 
ization and Developmental Aid in South 
Asia,” Kanchan Lakshman of the New Del- 
hi-based Institute of Conflict Management 
concludes that “The mere existence of 
poverty and deprivation is not sufficient to 
explain levels of Islamist rebellion.” 

Besides not being true, the idea that the 
world can buy its way out of a terrorism 
problem, with better service delivery, re- 
flects a dangerously oversimplified view of 
the core challenges faced by the world 
community in Pakistan. Instead of helping 
focus attention more sharply on the things 
that matter, the Pakistani government is 
in fact deflecting the tremendous attention 
the world is giving it. 

Pakistan’s pitch for more money and the 
discussions it instigates (in Islamabad and 
in foreign ministries around the world) are 
always anchored around platitudes about 
better governance—stronger police servic- 
es, better schools, and courts that dispense 
fast and real justice. But these are bread- 
and-butter issues in every developing coun- 
try. Bad governance and dysfunctional 
service-delivery instruments and cultures 
are not unique to Pakistan. Why, for exam- 
ple, shouldn’t donor money go to Indonesia, 
or Nigeria, or even India—all places with as 
many or more poor people than Pakistan? 
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The easy answer to this question is simply 
not good enough. The argument that ser- 
vice delivery and state effectiveness issues 
are more urgent in Pakistan because the 
state’s failure to protect and serve citizens 
is somehow lending legitimacy to the 
Taliban to inflict fatal body blows to the 
Pakistani state doesn’t wash. Fragile and 
aging governance infrastructures in many 
postcolonial states routinely fail to serve 
and protect their citizens—both from the 
decayed falling debris of state software and 
hardware owing to neglect and incompe- 
tence, and the deliberate destruction in- 
flicted on the state by 
violent extremists. But 
the equation that the 
Pakistani government is 
trying to sell doesn’t add 
up. 

Basically, neither 
state ineffectiveness 
nor violent extremism 
is unique or peculiar to 
Pakistan. The international migraine is not 
because Pakistan has these problems, but 
because of the specific context of Pakistan’s 
violent extremists, the al Qaeda-incubated 
Taliban. These fascist Flintstones are not 
aiming for specific political rights, or for 
better resource allocation to their people 
or areas. They are aiming for an abstract 
and ill-defined global domination. If they 
weren’t the murderous thugs and gang- 
sters that they are, they would almost in- 
spire the same kind of giggles that Austin 
Powers’ alter-ego, Dr. Evil does. i 

There’s nothing funny, however, about 
how Pakistan is dealing with the challenge 
they pose. The deal cut by the government 
with the militant Tehreek-e-Nafaz-e- 
Shariat-e-Mohammadi, or TNSM, in the 
Swat district illustrates a style of gover- 
nance, more than it does any kind of tem- 
poral weakness of the state in Pakistan. 
Using shortcuts, both to acquire power 
and to formulate policy, is what led former 
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[ Pakistan doesn’t need 
cash to address struc- 
tural issues; it needs 
political will. Of that, 
there is almost none. | 
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Prime Minister Shaukat Aziz to be niek- 
named Short Cut. He may no longer be in 
the saddle, but his style remains deeply 
popular, with both the Taliban and key 
members of the Zardari administration 
adopting it as their weapon of choice. 

Yet blaming Mr. Zardari alone for this 
mess is missing the point. Putting out brush 
fires with all its might, whilst ignoring a 
raging forest fire is the archetypal state re- 
sponse to problems in Pakistan. Led by the 
military elite, politicians and bureaucrats 
brush one problem after another under- 
neath the thin veneer of a carpet that cov- 
ers up less and less 
space in Pakistan. Per- 
petually postponing the 
big ticket reform items 
is how Pakistan has 
landed in the royal mess 
it finds itself in. 

By appealing to the 
cute and cuddly devel- 
opment-wallahs 
through issues like education, Pakistan is 
deliberately delaying action on core struc- 
tural problems. The joke is on those that 
choose to buy-in to the mythical notion of 
more aid money being able to cure Paki- 
stan’s most urgent diseases. Pakistan does 
not need cash to address these core struc- 
tural issues. It needs political will. Of 
that, there is almost none. The ppp’s big 
difficult decision moment came in Swat. 
When it caved, it did what comes natu- 
rally to a party with rapidly declining 
numbers that is now on the long and slip- 
pery path where it will do almost any- 
thing to retain power. 

That is a tragic loss for Pakistan and 
for the international community. The core 
structural issues facing Pakistan have 
never been clearer. If there was ever a 
burning platform around which the coun- 
try’s diverse ethnic, political and social 
groups could coalesce, the 2009 version of 
Pakistan is it. Pakistan needs to do three 
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things that can help inoculate the country 
from the cancer of helplessness and inef- 
fectiveness that has proven to be a critical 
lifeline for the al Qaeda-incubated terror- 
ists that are now routinely playing a daring 
game of chicken with the Pakistan state. 

First, Pakistan must loosen the straight- 
jacket federalism that invests too much 
power at the center and takes away too 
much from the provinces. Treating the 
four provinces—Punjab, Sindh, nwrp and 
the Federally Administered Tribal Areas, 
and Balochistan—in exactly the same way 
is a recipe for disaster. Even from the per- 
spective of population it is clear that a 
more tailored approach is needed. (The 
provinces have populations of 85 million, 
50 million, 25 million and 10 million, re- 
spectively.) This disaster is intimately 
linked with the military’s domination of 
resource allocation, the insecurity of na- 
tional institutions as informed by Paki- 
stan’s definition of itself in relation to 
India, and the growing nationalist senti- 
ment of the smaller ethnic groups. Simply 
put, Pakistan needs to treat its different 
provinces, quite differently. It needs to 
disabuse itself of the false notion that rig- 
id central control and appropriation of re- 
sources will help construct a strong and 
stable state. The evidence from 62 years 
suggests exactly the opposite. 

Second, Pakistan must reverse the dic- 
tatoria]l contamination of its constitution, 
and restore parliamentary rule in the 
country. The ceremonial office of the 
president must be restored to its natural 
state, and the executive authority of the 
prime minister returned to the office. 
Only an effective and strong parliament 
can help sustain Pakistan’s struggling de- 
mocracy to a stable condition. As long as 
the president continues to usurp prime 
ministerial powers, the parliament can- 
not be strong. A weak body of representa- 
tives of the people translates to a weak 
people. The world cannot afford any sus- 
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tained weakness in Pakistan. 

Finally, third and perhaps most impor- 
tantly, Pakistan must rid itself of the shack- 
les and handcuffs imposed on its decision 
makers and implementers by the Basic Pay 
Scale regime of employment in the public 
sector. By providing tenured positions to 
three generations of political workers, 
Pakistan’s political parties have created an 
unmovable beast of a state machinery. It is 
completely incapable of dealing with Pak- 
istani challenges, completely unaccount- 
able to anyone except their local political 
bosses, and completely and utterly in love 
with the entitlements that public sector 
employment affords them. 

These three things don’t require bil- 
lions in foreign aid. They require a steely 
resolve to ensure that the Pakistani state 
is an effective one. If the government in 
Pakistan does not have this kind of resolve, 
the least the country’s “friends” could do 
is to refuse to enable its continued reti- 
cence to reform. Perhaps the worst part of 
it is that two of the three items listed—in- 
creased provincial autonomy and giving 
the office of prime minister back its con- 
stitutional powers—were signed and 
sealed as a national reform agenda called 
the Charter of Democracy, by the late 
Benazir Bhutto and the present chief of 
Pakistan’s main opposition party, Nawaz 
Sharif. By issuing carte blanche to this 
government, without insisting that it ful- 
fill its own promises to the Pakistani peo- 
ple, the Friends of Pakistan forum has not 
only put hard-earned global taxpayer 
money at great fiduciary risk, it has invest- 
ed in what effectively amounts to sus- 
tained dysfunction. Li 
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With Little Hope 


by Aditi Phadnis 





OVERAGE OF INDIX’S cha- 
otic and colorful election 
process is largely focused 
on familiar issues such as 
communal tensions and 
the environment for investment. But when 
a television interviewer recently asked In- 
dian Prime Minister Manmohan Singh 
what his priority area for reform would be 
if his party is elected to power again, his 
reply was as unambiguous as it was sur- 
prising. “Judicial reform. That will be top- 
most on our agenda,” he said. 

The pledge is striking enough on its 
own. But it is even more so coming from 
the leader of a coalition government that 
has failed to implement—or even table—a 
single amendment to the judicial system 
during its five-year term. Barring the Do- 
mestic Violence Act of 2006 that was 
passed by Parliament without any discus- 
sion and was significant for the way it re- 
defined domestic violence (although many, 
even within the government, called it re- 
gressive and out of sync with Indian social 
reality), the ruling United Progressive Al- 
liance has opted to adopt a standstill poli- 
cy in a sector of governance that has 





remained largely untouched by the wave 
of economic liberalization that swept In- 
dia in the early 1990s. 

Certainly the need for legal reform is 
urgent, and Prime Minister Singh is right 
to calculate that it could bring consider- 
able benefits. India’s legal system is based 
on an accretion of laws built up over cen- 
turies—from the 1800s when it was a Brit- 
ish colony, to the 1950s when it was a 
socialist republic, to a brief spell of deep 
anxiety in the 1970s and 1980s about how 
statist the legal system had become. This 
thicket of laws has become a major obsta- 
cle not only to economic growth, but also 
to the evolution of society. For instance, 
the Indian Penal Code (first drafted in 
1860) continues to recognize homosexual- 
ity as a crime, laws governing insurance 
prevent a foreign entity from owning more 
than a 26% stake in a local firm, and priva- 
te-sector investment in nuclear power 
continues to be prohibited by law. 

There have been a few reforms along 
the way, such as the introduction of public 
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Indian Prime Minister Manmohan Singh addresses media, as his wife 
Gursharan Kaur looks on, after they cast their votes at a polling station 
on April 23, 2009, in Guwahati, India. 


interest litigation in the 1970s and 1980s, 
recognizing a class action-like legal inter- 
vention; as well as a 1960s law making it 
harder for government to ban political or- 
ganizations, making India the only true lib- 
eral democracy in South Asia and one of the 
few in Asia at the time. But equally it can- 
not be denied that the legal system as a 
whole is an anachronism. For instance, la- 
bor relations continue to be governed by 
archaic regulation that manages to be the 
single biggest impediment to job mobility 
while contributing little to the well-being 
of workers. As the job market deepens and 
widens, employers are forced to cut legal 
corners to hire in those sectors of the 
economy not covered by law, ultimately to 
the detriment of employees. Laws relating 
to hiring and firing continue to give em- 
ployees an advantage, and the lower bu- 
reaucracy in labor departments is both 
oppressive and corrupt. 

Little wonder then that Mr. Singh was 
so clear about his priority. However, no 
one can fail to notice that he didn’t spell 
out how he would accomplish this reform. 
The reason is clear—there is no other re- 
form of significant value that stands a 
chance of being politically viable. The lack 
of consensus for reform means that any 
new government will likely struggle to 
find a governance program that can both 
pass the Parliament and move the needle 
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on economic growth. 

The outgoing UPA illustrates the diffi- 
culties. It started out in 2004 as a coalition 
of 14 different parties led by the Congress. 
Some parties had a pre-election under- 
standing on a common slate of programs, 
while others evolved an understanding as 
the government began working. The re- 
sults of the 2004 elections made it clear 
that even with a large section of the 14 
groups that were offering the 145-member 
Congress their support, the government 
would need help from another big chunk 
to reach the 272 mark in a house of 545. 
This was the left-wing bloc of parties, with 
61 members of Parliament. In return for 
their support, the Congress and the left 
reached an understanding on a Common 
Minimum Programme, a broadly left-of- 
center list of deliverables. 

There was bipartisan consensus on 
some issues, but they were hardly encour- 
aging for the reformists. Both the opposi- 
tion and the ruling alliance decided they 
did not want any serious liberalization of 
the organized retail sector—so opening 
has been limited to foreign-direct invest- 
ment in single-brand stores. Meanwhile, 
there was a big push for public welfare 
proposals, and for the state to play a more 
inclusive role. 

The single most attractive feature of 
the cmp—that the left-wing claims was its 
contribution to the coalition but had actu- 
ally been negotiated before the govern- 
ment was formed— was the National Rural 
Employment Guarantees Scheme. This 
act—it now has parliamentary sanction 
and cannot be dismantled—makes it man- 
datory for the state to provide for every 
rural household at least 100 days per year 
of employment on asset-creating public- 
works programs. 

This provision was motivated by wide- 
spread rural distress and the resultant mi- 
gration. But what impact it has had 
countrywide is hard to assess, since the 
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program is run by the state governments. 
While the staple of the Congress leaders 
currently criss-crossing the country on 
election campaign is to praise Congress- 
governed provincial governments for im- 
plementing the program and criticize 
non-Congress ones for not spending the 
funds they receive for the scheme, it has ob- 
viously caught the political imagination. 
The main reason is that it has pushed up the 
base for minimum wages paid to unskilled 
labor in rural areas. As a result, almost all 
political parties have announced variations 
on the same theme: starting with the prin- 
cipal opposition Bharati- 
ya Janata Party-led 
National Democratic 
Alliance that is mulling 
a cash-transfer scheme. 

Such appealing pop- 
ulism, unfortunately is 
not accompanied by 
structural reform of the 
agrarian sector, respon- 
sible for rural impoverishment in the first 
place. One of the biggest problems ina large 
part of India is recurrent drought and de- 
pendence on rain-fed irrigation. Ifthe rains 
fail, the lack of access to credit comes into 
play. In several states, there has been arash 
of farmer suicides because families having 
taken loans either from banks or, more 
commonly, from loan sharks are unable to 
pay rates of interest as high as 400%. Inthe 
run-up to the elections, the UPA announced 
a massive debt-relief package amounting to 
700 billion rupees ($14 billion) that envis- 
aged waiving interest on farm loans. The 
NDA, to compete, has offered to forgive the 
loans altogether, which could further deep- 
en the fiscal deficit. 

A key issue on which the two major al- 
liances had a major clash of views was fu- 
tures trading in agricultural commodities. 
In 2007, when levels of inflation touched 
7% to 8% and it was judged that food pric- 
es were largely responsible, there was a 
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concerted demand from the leftist parties, 
then supporting the upa, that futures 
trading in food be banned because specu- 
lation in food commodities was driving 
prices up. As the government was depen- 
dent on the leftist parties for survival, a 
committee was set up to study the impact 
of futures trading on the prices of some 
commodities. However, even before the 
committee could give its report, the gov- 
ernment banned futures trading in wheat, 
rice and some other commodities. Later, 
the committee’s findings were that fu- 
tures trading had little or no role in push- 
ing up prices. 

At the policy level, 
there is no evidence 
that this intervention 
either helped or 
harmed any group of 
producers or consum- 
ers. But it did help the 
left-wing parties in 
drumming up the pro- 
paganda that it was they who had prevent- 
ed the further enrichment of middlemen 
in the agriculture sector. All that the move 
might have done—and the jury is still out 
on this—is to prevent the commercializa- 
tion of agriculture by keeping farmers 
from making informed sowing choices 
based on futures prices. 

Another area of reform that the leftist 
parties resolutely and successfully sty- 
mied was the liberalization of the educa- 
tion sector, especially higher education. 
The creation of an autonomous regulator 
for higher education, which was proposed 
by government, was strongly opposed by 
the left because it would open the gates 
for foreign, especially American, univer- 
sities, to set up campuses in India. The 
suggestion for an Independent Regula- 
tory Authority for Higher Education, 
which would be at an arm’s length from 
the government and independent of all 
ministries concerned, was rejected out of 





hand by the left. 

They in turn had a sympathetic sup- 
porter in the Congress in the education 
minister, one of the most senior politicians 
in the party. The net result was, in the five 
years of the uPA, education has seen a high 
flow of funds, but there has been very little 
concomitant liberalization. Only 11% of In- 
dians have access to higher education, 
though the upa in its five years has planned 
a massive expansion in the sector, espe- 
cially in technical education. 

Does this mean that if the leftist parties 
are taken out of the equation, there is some 
scope for judicial and education reform? 
The Opposition National Democratic Alli- 
ance led by the psp has yet to make its po- 
sition clear. Its leaders say that reform of 
the legal system is “the art of the 
possible”—which means if it has to be 
done, it can only be done piece-meal, there 
is no scope for big-bang reform to thor- 
oughly overhaul the system. 

During its tenure in power, barring Is- 
lamic law, the NDA managed to bring mar- 
riage and divorce laws governing minority 
religious communities—which have seri- 
ous implications for alimony for divorced 
or deserted women—on par with the com- 
mon civil code. This meant that although 
couples may have been married under re- 
ligious laws, provisions covering divorce 
and alimony would be the same, even un- 
der the special dispensation. However, 
whether the NDA will permit foreign law 
firms to operate in India without Indian 
partners—as they are currently prohibited 
from doing—remains to be seen. This is an 
area where there appears to be no biparti- 
san consensus. 

An additional area of reform where 
there is absolutely no consensus among 
parties relates to the further deregulation 
of the financial markets. The Congress op- 
poses ceding majority control in state- 
owned banks just as it opposes blanket 
privatization. This stance dates back to 
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the days of the 1960s when private banks 
were nationalized by then Congress Prime 
Minister Indira Gandhi, who swept to vic- 
tory on a pro-poor platform. The Congress 
reckons that what was good politics then 
still stands. 

However, what foreign banks really 
want in India is more freedom to invest 
and expand. This means the dismantling 
of the Reserve Bank of India licensing re- 
gime that requires permissions even to 
open a branch in the country. However, all 
parties are prudently quiet on this. Insur- 
ance is the one area that the BJP doesn’t say 
anything about, but the Congress-led UPA 
Cabinet has resolved to raise caps on for- 
eign stakes in the insurance sector to 49% 
from 26%, thus ensuring that Indians still 
have majority control. 

So what is the possibility of reform af- 
ter the general elections? It all depends on 
the combination of alliances that the elec- 
tion will bring to power. If a non-Con- 
gress, non-BJP coalition gets numbers to 
the extent that no government is possible 
without them, the Congress might sup- 
port them from the outside, leading to an 
unstable, shaky coalition and a midterm 
election. If a Congress-led alliance gets 
the requisite numbers, and in the unlikely 
event it does not need support from leftist 
parties, it will probably put in place some 
reforms. But if it persuades the left to sup- 
port it just to keep the BJP out of power, 
the government will be severely hobbled 
in its efforts to change anything except in 
an anodyne sort of way. Even if the BJP 
comes to power as the single largest party 
in an alliance, the Muslim and other mi- 
norities’ antipathy may drive away poten- 
tial allies. 

At this point, reform of the Indian sys- 
tem can only be crisis-driven. A serious, 
well thought-out plan of reform for power, 
FDI, capital markets and internal markets? 
It may take another election to achieve all 
that. L 
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After the Red 
Uprising 


by Thitinan Pongsudhirak 





OR A FORTNIGHT this 
month before Thailand’s 
rebellion was put down, 
the brutal axiom of Thai 
politics—that the country- 
side elects governments but Bangkok gets 
to overthrow them—was put to its litmus 
test. Tens of thousands of red-shirt pro- 
testers under the United Front for Democ- 
racy Against Dictatorship, espousing 
upcountry messages and grievances 
against what they saw as systemic injus- 
tices and double standards, encircled Gov- 
ernment House to demand the resignation 
of Prime Minister Abhisit Vejjajiva and 
members of the King’s Privy Council who 
were deemed to have violated the consti- 
tution by masterminding the military 
coup in September 2006 and blatantly 
taking sides since. 

But just as their opponents underesti- 
mated their pent-up rage and strength in 
numbers, the upp leaders overestimated 
their ability to wage a spontaneous peo- 
ple’s revolt and bring down not just the Ab- 
hisit government but also the establishment 
that traditionally rests on the monarchy, 
military and bureaucracy, the holy trinity 





that has called the shots in Thailand for 
decades. After forcing the cancellation of 
the Asian summits, the red shirts ran amok 
on the Thai New Year on April 13th, riot- 
ing, blocking traffic, commandeering bus- 
es, and torching public facilities in Bangkok 
in an effort to provoke the government and 
the army into an overreaction that would 
mobilize more reds into the streets, rein- 
forced by uDD columns in major provinces 
in the north and northeast regions 

The consequent anarchy and mayhem 
doomed their months-long movement. 
Their moral high ground and the righ- 
teousness of their cause were quickly lost, 
replaced by public anger and backlash. As 
soldiers closed in on the desperate and 
cornered red shirts outside Government 
House, UDD leaders turned themselves 
into police custody on the following day. 
The physical toll included 123 injuries and 
two deaths, the latter involving local resi- 
dents’ clash with protesters. 

This recent drama and brinkmanship 
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A Buddhist monk walks past a burning bus in Bangkok on April 13. 
Thai troops clashed with protesters that day, leaving 70 injured. 


was not unprecedented in Thailand’s 
three-year crisis. A starkly opposed set of 
circumstances last year featured the pro- 
establishment yellow-shirt demonstrators 
under the People’s Alliance for Democracy 
(PAD) who railed against two elected gov- 
ernments favored by the red shirts and 
aligned to Thaksin Shinawatra, a former 
premier turned fugitive now wanted by 
the Thai authorities. The army decidedly 
stayed on the sidelines while the pap had 
its way with seizures of Government 
House and Bangkok’s international air- 
port last December. The army chief pub- 
licly suggested that the pro-UDD prime 
minister at the time should resign in view 
of street protesters. 

Ultimately, the Constitution Court dis- 
solved the ruling party and left a vacuum 
for Mr. Abhisit to fill. To the reds, Mr. Ab- 
hisit’s coalition government may have con- 
stitutionally coalesced in parliament 
through the power brokerage of his Dem- 
ocrat Party’s backers in the army, judicia- 
ry and PAD, but its democratic credentials 
are tainted and incomplete. Thailand’s 
contested democracy in the eyes of the 
UDD and beyond means that establishment 
prerogatives and preferences have carried 
the day for too long. 

While the red shirts have lost the bat- 
tle, they would be mistaken to write off 
their crusade against gross injustices in 
Thai society—between the haves and have- 
nots, between the traditional elite and the 
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governed—as long as they remain unrec- 
ognized and unaddressed. Elite consensus 
held Thailand together in years past and 
enabled remarkable economic develop- 
ment, but it is coming loose at the seams. 
New social strata and the bottom rungs of 
society want a louder voice and a greater 
share of the pie, and are decreasingly will- 
ing to accept outcomes determined by tra- 
ditional power brokers at the top. 

Having overcome an ominous upris- 
ing, Mr. Abhisit and his backers still ap- 
pear reluctant to respect and recognize 
the claims and grievances of the red shirts. 
The pro-establishment bias in Thai soci- 
ety runs deep. Most movers and shakers 
have an incentive to see the Abhisit gov- 
ernment succeed and to see Thailand 
move forward in a direction consistent 
with establishment interests. They heard 
the reds’ noises but they discounted them 
on various grounds from gullibility and 
stupidity to financial opportunism. They 
resort to the comfort and convenience of 
seeing Mr. Thaksin as the sole force be- 
hind the reds. Now that Mr. Thaksin has 
been further disgraced and discredited 
during the red shirts’ downfall, they will 
be tempted to conclude that all’s normal, 
that the brief sound and fury seen in Thai- 
land was just a passing nuisance. 

But the reds represented more than Mr. 
Thaksin. Their quest for the will of the 
majority to shine in a genuine democracy 
was real and relentless. Their efforts came 
to naught this time, but the antiestablish- 
ment sentiments behind them are likely to 
simmer and fester until they find an outlet 
somewhere else sometime down the road. 
The undercurrents against establishment 
forces are deep and wide in Thailand. The 
lack of recognition and accommodation 
will make them pent-up and potent. 

Thailand’s ongoing transformation 
should not lead it to replicate the experi- 
ence of Nepal, as the institution of the 
monarchy is integral to Thai history and 
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identity. Nor does it want to follow in the 
footsteps of the Philippines, whose peri- 
odic people’s power movements brought 
neither political stability nor economic vi- 
brancy. And it should not turn the clock all 
the way back to end up in comparison to 
Burma’s military dictatorship. Indonesia’s 
democratic transition after decades of au- 
tocratic rule offers hope. Somewhere out 
there lies Thailand’s organic and optimal 
longer-term destination. 

The onus for finding the way forward 
now rests on Mr. Abhisit and his support- 
ers. He should reach out to the reds rather 
than mop up their remnants. What is 
needed next is the willingness of estab- 
lishment forces to make self-enlightened 
reforms, adjustments and concessions in 
coming to terms with the grievances and 
expectations of the early 21st century to 
reconcile Thailand’s inheritance from the 
past and its future demands. Otherwise, 
popular movements for greater justice and 
a fairer shake may well reappear in other 
shapes, forms and colors. 

Mr. Abhisit should see to it that suffi- 
cient political reforms are implemented to 
reset the democratic game. Revised rules 
and new polls are all the more urgent in 
view of last month’s assassination attempt 
on Sondhi Limthongkul, the pap’s megalo- 
maniac leader. But such a clearing of the 
slate is predicated on Mr. Abhisit’s willing- 
ness to sacrifice his current term in office. 
He has suggested constitutional amend- 
ments and an amnesty for political crimes, 
which would allow more than 200 politi- 
cians who were banned from politics for 
five years following the 2006 military coup, 
to re-enter the fray. 

Parliament was recently reconvened to 
consider these reforms, but it succumbed to 
mudslinging about the recent violence. 
With parliamentarians divided and the 
UDD disaffected, the pap has come out 
against Mr. Abhisit’s moves toward amnes- 
ty and constitutional amendments. The 
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prime minister is thus stuck. While he 
needs to appease the reds and their sense 
of injustice, Mr. Abhisit cannot afford to 
alienate his handlers and backers in the 
army, PAD, bureaucracy, Bangkok-based 
middle class, and other pro-establishment 
forces. Mr. Abhisit may be able to muddle 
along for several more months, but ulti- 
mately he will need to set up new polls and 
refresh the democratic mandate. 

The parameters and specifics of both 
amnesty and amendments are still being 
worked out. At minimum, Mr. Abhisit will 
face opposition from his support base, 
which will fiercely oppose a general am- 
nesty. Putting off the amnesty but going 
ahead with charter amendments may be 
sufficient for Mr. Abhisit to move forward. 
But the amendments will also be contro- 
versial and unworkable if they are exten- 
sive. On this point, charter changes can be 
minimized and confined to the party dis- 
solution provisions, which carry a majority 
consensus among parliamentarians. Once 
new rules are in place, Mr. Abhisit would 
have to look at poll options, although he is 
unlikely to go ahead with new polls until 
the government’s stimulus packages for fis- 
cal year 2009 produces uplift effects. 

The earliest these mechanics can come 
together is the last quarter of 2009, which 
means new polls could take place late this 
year or early next year. Until then, Mr. 
Thaksin will continue to agitate, the reds 
will march, the yellows will posture against 
Thaksin and instability will persist. The 
best outcome for Thailand would be for Mr. 
Abhisit to show his mettle with charter 
amendments, with or without an amnesty, 
and move toward anew mandate from vot- 
ers within the next 12 months, which 
would release seething tensions and con- 
tradictions in Thailand’s sociopolitical or- 
der. It would not be a panacea for Thailand’s 
protracted crisis, but it would buy the coun- 
try some breathing space to rethink and re- 
gain its footing. ii 
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Contain Pyongyang 


With Kindness 


by Jonas Parello-Plesner 
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ARLY LAST MONTH, crowds 
in Prague clapped enthusi- 
astically at President 
Barack Obama’s visionary 
speech on a future nucle- 
ar-free world. Just hours earlier, North Ko- 
rea had sent its welcome greeting to 
President Obama by launching a ballistic 
rocket. “This provocation underscores the 
need for action,” Mr. Obama assured his 
Czech audience. 

According to North Korea, it was the 
prenotified peaceful launch of a satellite 
which according to Pyongyang’s official 
media is now transmitting the revolution- 
ary songs of the Kim family to the North 
Korean population. If it was a satellite 
launch it failed, since no new objects have 
entered into orbit. If it was a missile test it 
might have been a military success since 
the missile traversed around 3,500 kilome- 
ters—almost double the distance of an ear- 
lier launch in 1998. (The missile flew over 
Japanese territory causing much alarm 
there.) 

Mr. Obama’s initial action on North Ko- 
rea was to take the issue to the United Na- 
tions Security Council together with Japan, 





which immediately tabled a proposal for a 
new resolution. China and Russia—who pri- 
or to the launch had already urged for a 
calm response—reassumed their role as 
protectors of North Korea. A long week of 
diplomatic haggling ensued. 

A compromise solution was achieved on 
April 13 with a U.N. presidential statement 
instead of a more weighty resolution such 
as that proposed by Japan. The statement 
condemned the launch, the precise nature 
of which was left undefined mainly to sat- 
isfy China and Russia. The United States 
and Japan got a renewal of work in the ex- 
isting sanctions committee to start desig- 
nating persons and entities. The statement 
also called for continued negotiations in the 
Six-Party Talks. 

One of the reasons for China and Rus- 
sia’s reluctance for a stronger internation- 
al response was a desire not to wreck the 
Six-Party Talks. That policy didn’t succeed 
since North Korea’s immediate response 
to the U.N.’s statement was to withdraw 
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from the Six-Party Talks and throw out 
nuclear inspectors from the International 
Atomic Energy Agency. This provides 
President Obama with one more interna- 
tional headache. The administration had 
probably hoped for a smoother start in 
Northeast Asia and to focus on other, more 
pressing priorities, such as Afghanistan 
and Pakistan. Yet North Korea once again 
demonstrated its ability to put itself on the 
agenda. 

Often North Korea is described as a 
one-man universe of irrational decision 
making. Yet if you follow its negotiation 
approach it has its own quite coherent 
strategy and logic. The decision for the 
launch and the selected date was rooted in 
domestic policy. Kim Jong Il had to dem- 
onstrate that he was fully back—although 
not totally in shape as recently released 
video footage shows—leading up to his re- 
confirmation as North Korea’s leader at 
the Supreme People’s Assembly on April 9. 
Even a totalitarian dictatorship needs to 
demonstrate some results. And a regime 
that is unable to feed its population can at 
the least demonstrate its technological ca- 
pacities. The stated goal is building a 
“strong and prosperous country” by 2012— 
the centenary of the birth of late Kim 
Il Sung. There is probably also a seller’s 
logic in the military. The continued inter- 
est of buyers of its missile technology also 
demand that actual tests are conducted; 
otherwise the Iranians and other will look 
for new reliable suppliers. 

A related reason was to get the atten- 
tion of the new U.S. administration. North 
Korea was not pleased that the Obama ad- 
ministration seemed to put less urgent 
emphasis on the issue. It was not pleased 
with Secretary of State Hillary Clinton’s 
public talk on her Asia trip in February 
about the succession issue and regime in- 
stability. This made the paranoid North 
Koreans wonder if Washington was pur- 
suing a new version of regime change. 


And North Korea was not satisfied with 
continuing the Six-Party Talks where 
George W. Bush’s chief negotiator, Chris- 
topher Hill, had left them. There was a 
growing united front among the other five 
parties for North Korea to deliver on the 
verification protocol. North Korea wanted 
to split that unity. It succeeded in doing so 
in large part by convincing China to play 
its traditional protector role. And the 
Democratic People’s Republic of Korea 
has added another bargaining chip for any 
future bilateral or multilateral negotia- 
tions: its missile programs. 

North Korea is once again trying to turn 
weakness into strength. Think about what 
the D.P.R.K. would be without its—proba- 
bly quite limited—nuclear capacity and mis- 
sile technology: a poor communist country 
in a remote area in Asia likely to attract as 
much news coverage and international at- 
tention as Laos. The strategy followed with 
some success against the Bush administra- 
tion and North Korea was able to force con- 
cessions and a return to negotiations on its 
own terms. Pyongyang is now seeking the 
direct bilateral contact with the Obama ad- 
ministration from a position of strength. 

So what strategy should the U.S. follow? 
Secretary of State Clinton described North 
Korea’s reaction as “an unnecessary re- 
sponse to the legitimate statement put out 
of concern by the Security Council.” The 
question is then what options the U.S. has 
together with its allies to stop the D.P.R.K.? 
The military or surgical strike option is not 
really an option. It was considered in 1994 
under President Bill Clinton and the Bush 
administration flirted with it. Such a strat- 
egy has no backing in the region and ifthere 
is one thing North Korea is well-prepared 
for it is military action. 

Sanctions and hostile isolation are an- 
other option. The U.S. tried this approach 
under Mr. Bush, but it didn’t bring results. 
North Korea restarted plutonium-process- 
ing in 2003 after the showdown with the 
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U.S. over the termination of the Agreed 
Framework and had processed enough to 
make five or six bombs by 2007, when the 
Bush administration once again found it- 
self at the negotiation table. Hostile isola- 
tion is difficult to carry out because North 
Korea will continue to provoke. In the cur- 
rent situation it could lead to another nu- 
clear test, if North Korea is ignored and left 
on its own for too long. Therefore, it is bet- 
ter to have North Korea entangled in nego- 
tiations, even though it might strike some 
as appeasement. 
Sanctions are un- 
likely to succeed as 
long as none of the 
neighboring countries 
really want to pull the 
plug on North Korea. 
China still opts for sta- 
bility in the Korean 
peninsula in order to 
avoid undesirable out- 
comes, including possible floods of refu- 
gees and the potentially chaotic 
reunification of Korea. “In the current pe- 
riod, especially with financial crisis and a 
politically sensitive year in China, we need 
calm and stability” Jin Canrong, associate 
dean at Beijing University, explains. Like- 
wise, South Korea will not be willing even 
under the conservative government to 
backtrack on the major milestones of the 
Sunshine policy, such as the combined 
Kaesong Industrial Zone. South Korea has 
a long-term interest in securing economic 
links in the North to counterbalance the 
Chinese growing economic presence. 
Japan on the other hand is wholeheart- 
edly supporting sanctions both in the U.N. 
and bilaterally. Japan prolonged and rein- 
forced its bilateral sanctions on April 9. 
Sanctions under current conditions are un- 
likely to produce the downfall of North Ko- 
rea or its compliance with international 
demands. That does not mean this policy 
should not be employed. The U.S. has to 
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| what North Korea 
fears most is contagion. 
Thus, engagement with 
Pyongyang seems by 
far the best way to go. | 
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continue to enforce sanctions in the U.N. 
Likewise, the renewed action on sanctions 
in the U.N. can be used to put American 
and allied pressure on China and Russia. 
Either China delivers real and credible 
sanctions or it has to bring North Korea 
back to the negotiation table. 

Could a policy then be based on the ex- 
pectation of a sudden regime change? No. 
The South Korean government in 1994 
was counting on the implosion of North 
Korea after Kim Il-sung’s death. The U.S. 
administration might have delayed the de- 
livery of the light water 
reactors in the late 
1990s expecting the re- 
gime to topple after the 
years of famine. So far, 
neither succession nor 
food shortage has made 
the regime shake. A 
new succession might 
lead to a collective mili- 
tary leadership already in place through 
the national Defense Commission, most 
likely with Mr. Kim’s youngest son as a 
figurehead. Contingency planning on a 
possible collapse has to kept up-to-date, 
yet experience has shown that to base a 
foreign policy on waiting for it might 
equate with wishful thinking. 

Negotiations have also not been able to 
provide lasting results with North Korea. 
Still, efforts to strike a grand bargain based 
on a peace treaty, normalized relations 
with the U.S. and economic reconstruction 
should be made. Even in the worst case 
scenario, it would keep North Korea at the 
negotiation table and could re-establish a 
freeze on current activities. 

Paradoxically, the most likely way to 
produce regime change is engagement. 
What North Korea fears the most is con- 
tagion of its system. North Korea needs 
the money of the outside world but wants 
to contain any influence—be it Chinese or 
South Korean. That is why the North is so 
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reluctant to follow China’s advice on eco- 
nomic reform. That is why North Korea 
tries to contain market experiments to 
closed zones like Kaesong Industrial Zone 
or the failed Rajin-Sonbong Zone. Engage- 
ment should be continued. North Korea 
would more likely be changed by offers 
from scholarships to trade. What about of- 
fering windmills—the 21st century’s 
source of renewable energy—instead of the 
long-standing light-water reactors? This 
would satisfy the North’s desire for an au- 
tonomous source. All initiatives that would 
deliver foreign influence in North Korea 
and are likely to have a more profound im- 
pact on North Korea than any U.N. state- 
ment. Realistically, of course, such plans 
are limited by how much any democratic 
country, including the U.S., can commit 
taxpayers’ money to cooperation schemes 
with North Korea, which also has an ap- 
palling record on human rights. 
President Obama needs the right mix- 
ture of policies and to strike a fine balance 
between the U.S.’s own priorities and those 
of its partners in the Asia region. Washing- 
ton needs to secure the trilateral coopera- 
tion with its two allies, Japan and South 
Korea. In particular, Japan must be han- 
dled carefully as any too quick move by 
Washington toward renewed negotiations 
will be perceived negatively. At the same 





time, the U.S. shouldn’t be bound by Ja- 
pan’s lack of trust in the Six-Party Talks 
and narrow bilateral focus on the abduc- 
tions issue. The U.S. needs to cooperate 
with and pressure China and Russia to de- 
liver more on North Korea since they 
shielded it in the U.N. with a view to secur- 
ing negotiations. 

Now, as a responsible stakeholder, Chi- 
na has to show that it can move from con- 
flict avoidance to conflict management. A 
nuclear North Korea outside the reins of 
negotiations is a strategic liability to China 
because it upsets the balance in Northeast 
Asia and gives rise to discussions about nu- 
clear deterrence and missile protections 
systems in Japan. China is already asking 
the U.S. to engage directly to get itself off 
the hook. 

The U.S. should not offer that straight 
away. Yet in private, the Washington should 
start thinking about when bilateral con- 
tacts, and in what form (delegations, letter, 
talks through the New York channel), 
could also be employed to re-start talks. 
The important thing is not to let North Ko- 
rea gain an advantage or to disappoint al- 
lies. Any moves must be well coordinated. 
Certainly, dealing effectively with the 
North Koreans will require President 
Obama to muster up all the “smart power” 
he can. Ll 
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Don’t Believe the 
India Hype 


by Razeen Sally 





NDIANS ARE GOING to the 
polls to elect anew govern- 
ment. The Congress party 
is standing on the record of 
the government it has led 
since 2004. But elections are taking place 
when the Indian economy has taken a 
sharp turn for the worse, in a climate of 
global economic crisis. This exposes the 
pathetic, do-nothing, zero-reform record 
of Prime Minister Manmohan Singh and 
his government. More generally, it lays 
bare India’s huge reform gaps and its brit- 
tle, decaying institutions. Finally, it de- 
flates the “India Hype” peddled by 
smooth-talking, upper-caste politicians, 
ambassadors, businessmen, management 
consultants and indeed some academics. 
A word about India Hype. One aspect 
of it is the thesis that India is forging a sep- 
arate successful path to development, in 
contrast to the traditional comparative- 
advantage-based development of China 
and the other East Asian Tigers. At its ex- 
treme, this argument holds that India’s 
growth engines are its high-end services, 
and now manufacturing sectors with their 
globalizing, world-beating companies. 





This is a fundamental misdiagnosis. The 
vaunted successes in information technol- 
ogy-based services and in manufacturing 
niches are welcome. But they are a high- 
wage, capital- or skill-intensive drop in In- 
dia’s low-wage, unskilled, labor-abundant 
ocean. India’s growth should be focused in 
the labor-intensive sectors, but it isn’t. 

Agriculture is stagnant, hobbled not just 
by very high external protection but also by 
crazy subsidies captured by comparatively 
rich farmers and middlemen, absence of 
property rights, terrible rural irrigation 
and infrastructure, and draconian domes- 
tic restrictions that fragment the internal 
market. Nontradable services sectors— 
where potential employment generation is 
huge—are also crippled by domestic restric- 
tions. Backbone services sectors (such as 
banking, insurance and retail) suffer from 
external protection as well. 

Last, and crucially, India’s glaring de- 
velopment gap is in manufacturing, for all 
sorts of Union and state-level policies—on 
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labor markets, infrastructure, power gen- 
eration, subsidies, the public sector, re- 
pressed agriculture and services sectors, 
uncertain property rights, and remaining 
zones of protection against imports and 
inward investment—conspire to prevent 
labor-intensive industrial production. In- 
dia needs its Industrial Revolution if it is to 
grow out of poverty. That means putting 
the impoverished in the countryside into 
(initially) low-wage work in mass manufac- 
turing. That is what China and other parts 
of East Asia have done. But not India. 

India Hype extends to “Chindia,” the 
notion that India plays in the same league 
as China as an emerging superpower. This 
is pure myth. China plays in a league of its 
own; India, Brazil and Russia play in a far 
inferior league. China’s economy is thrice 
the size of India’s; its goods exports are 10 
times bigger; it is even ahead of India in the 
world services trade; it spends about 10% of 
GDP on infrastructure compared to about 
5% in India; and its carbon emissions—a 
sure indicator of industrialization—are 
about four times higher. 

Now turn to the Congress-led govern- 
ment. There have been practically no mar- 
ket reforms since it took office in 2004, save 
for the opening of domestic civil aviation. 
Nothing has moved on privatization, the re- 
duction of government equity in banks and 
insurance companies, pensions, competi- 
tion regulation and the administration of 
subsidies. Industrial tariffs have come 
down (as they were doing gradually pre- 
2004), but otherwise external protection 
has not been reduced. Indeed, export re- 
strictions were slapped on in response to 
food inflation in 2008. India remains the 
most protectionist large emerging market. 

Worse, there has been reform backslid- 
ing and reversal. Fiscal restraint, put in 
place by the Fiscal Responsibility and Bud- 
get Management Act of 2003, has been 
thrown to the winds. Now, with an eco- 
nomic downturn, the consolidated gov- 


ernment deficit is projected to rise above 
10%. This is going to make private capital 
scarcer and more expensive. Funding for 
much-needed infrastructure projects will 
suffer. Administered pricing for petroleum 
products was reintroduced in 2008. Off- 
budget expenditure has increased signifi- 
cantly, especially through gimmicky, 
populist measures to support agriculture 
and rural employment, and to subsidize 
the state-owned energy sector when oil 
prices soared. 

The government’s response to the pres- 
ent global economic crisis was to introduce 
further market-distorting restrictions, in- 
cluding higher tariffs, antidumping duties 
and assorted nontariff barriers to imports. 
And it is even more resistant to opening up 
the financial sector to competition. The re- 
sult will be to entrench the power of inef- 
ficient state-owned banks and insurers, 
and cramp incentives to save and invest in 
the private sector. Finally, the. Congress 
Party entered the general-election cam- 
paign with pledges to expand its hugely 
wasteful rural employment guarantee pro- 
gram and increase food subsidies. 

This is an abysmal record. The govern- 
ment has squandered the boom years, left 
the country vulnerable to malign global 
economic conditions, and compromised 
prospects for a healthy recovery. But Mr. 
Singh and his “dream team” have been giv- 
en an easy ride: they have escaped blame, 
especially in the eyes of the international 
commentariat. The conventional excuse is 
that their hands are tied by Sonia Gandhi 
and her Congress coterie, and by messy co- 
alition politics. 

This explanation just does not wash. 
Mr. Singh has impeccable academic cre- 
dentials and is by all accounts incorrupt- 
ible. He deserves credit for his performance 
as finance minister in the early and mid 
1990s—though at least as much credit 
should go to the then Prime Minister Nar- 
asimha Rao, who had to take the tough de- 
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cisions. But Mr. Singh has proved a hopeless 
decision maker as prime minister. 

He has lacked the political instinct and 
moral courage to take tough decisions, hid- 
ing behind the fig leaf of Mrs. Gandhi and 
the troublesome left-wing parties that 
propped up the government. The latter 
withdrew their support in mid-2008, and 
the government won a vote of no-confi- 
dence, yet—not surprisingly—market re- 
forms did not materialize. Sadly, Mr. Singh 
proves the rule that academics should gen- 
erally be “on tap” but not “on top.” 

The whole reform program depends 
crucially on the prime minister himself. 
Mr. Rao and A.B. Vajpayee proved their 
mettle, despite heavy political constraints. 
Mr. Singh has failed; he should bear much 
of the blame. That blame must also be 
shared with the other sweet-talking, 
weathervane-members of his dream team. 
The Congress party does not deserve to be 
re-elected, and the dream team does not 
deserve to continue in office. 

The question is whether an alternative 
Bharatiya Janata Party-led government 
would do any better. Yes, if it has a decisive 
leader with a core of able reformers. No, if 
its leader follows the dictates of short-term 
opportunism and inevitably messy coali- 
tion politics. The danger is that the elec- 
tion will create an even more fractured 
political landscape, with an even weaker, 
more unwieldy governing coalition. The 
nightmare scenario is of a new Union gov- 
ernment held hostage by surging caste- 
based parties in north India and their 
corrupt leaders. That would scotch further 
major market reforms and deepen India’s 
institutional malaise. 

Hence the failure of the Congress-led 
government should be put into a larger in- 
stitutional context. The Indian state, led 
by a neanderthal and venal political-bu- 
reaucratic elite, remains unreformed. It 
comprises a bloated, corrupt, tyrannical 
and grossly incompetent army of 20 mil- 


lion bureaucrats and their minions. It 
works for the benefit of the well-off with 
political connections, but it is still a crush- 
ing burden on the one billion-plus Indians 
outside the charmed circle of the upper 
and upper-middle classes. 

India optimists aver that “stealth re- 
forms” have and will continue to take place 
outside the state, crowding it in and reduc- 
ing its ability to do harm. This view is dan- 
gerously complacent. To begin with, state 
institutions—the political class, political 
parties, parliaments, the bureaucracy, the 
judiciary -have gotten worse at both Union 
and state levels. 

Arun Shourie, the leading market re- 
former in the last Byp-led government and 
one of India’s leading intellectuals, argues 
that modern India has two races going on. 
One is a backward race of a state “hollowed 
out by termites”; the other a forward race 
of market reforms, modernization and glo- 
balization. The backward race is led by In- 
dia’s unreconstructed political class. The 
forward race is led by urban professionals 
in the private sector. Mr. Shourie says that 
these two races are fundamentally incom- 
patible. Either the backward race will be 
arrested by the reconstruction of the state, 
or it will drag the forward race backward. 
He notes one silver lining: policies, gover- 
nance and economic performance have 
been improving in a minority of Indian 
states, roughly in an arc from the south to 
the west. These are the states where the 
forward race is fastest. They set positive 
examples for other states to emulate. 

India Hype-peddlers neatly sweep the 
country’s institutional rot under the car- 
pet. However, India cannot be expected to 
grow and prosper far and fast, not just 
now but for decades ahead, with such 
shaky foundations. The upshot is that 
much-needed market reforms cannot con- 
tinue to skirt around the reform of the 
state itself. Politically, that is the hardest 
nut to crack. = 
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Solving Japan’s 
Economic Puzzle 


by Kazuo Ueda 





HE CURRENT FINANCIAL 
crisis has affected virtu- 
ally all corners of the 
world. Japan has, of course, 
been unable to escape from 
it. There is, however, a serious puzzle here. 
As widely documented, Japanese financial 
institutions’ exposure to the credit market 
binge has been relatively limited. Yet, the 
data to date suggest that Japan’s recession 
has been the worst among industrialized 
countries. Its cpp dropped by double digits 
in the fourth quarter of 2008. Data for first 
quarter 2009 to be released soon is expect- 
ed to be equally weak. Japan’s manufactur- 
ing production has fallen about 40% from 
its recent peak. In contrast, the correspond- 
ing figure is about 20% for the United States 
and 30% for Germany and South Korea. 
(See chart.) 

Why has Japan been one of the most se- 
rious victims of a crisis originated in the 
U.S.? Let us first check if financial condi- 
tions are an explanation. The central banks 
of The Group of Three leading industrial 
nations (comprising the U.S., Japan and 
Germany) publish bank loan officers’ sur- 
vey detailing banks’ lending attitude to 





nonfinancial businesses. In the most recent 
survey 64% of U.S. banks replied that they 
have tightened lending attitude to large 
firms. None of the banks said they have 
eased lending attitude. Similarly, 64% of 
European banks have tightened their lend- 
ing attitude. Both areas are clearly in the 
midst of a credit crunch. In contrast, in the 
Bank of Japan’s survey, only 8% of the 
banks have tightened, while 6% eased their 
lending attitude to large firms. Thus, cred- 
it conditions do not seem to be a major cause 
of the differential impact of the world fi- 
nancial crisis on individual economies. 
Japan is perceived to rely heavily on 
foreign trade. In 2007 exports to GDP ratio 
was 16%. This is much higher than the 
U.S., where the number was 8.4%. Many 
countries, however, depend at least as 
much as Japan on foreign trade. The ratio 
was 15.5% for the United Kingdom, 40% 
for Germany and 38.3% for South Korea. 
According to a different metric, howev- 
er, Japan has depended much more on ex- 


«w2 Mr, Ueda, professor of economics at Tokyo 
University, is a former Bank of Japan policy- 
board member. 
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ports recently. During the economic upturn 
of 2003-07 the contribution of exports to 
growth was stunningly high at 67%. In pre- 
vious upturns the ratio was usually less 
than 50%. In the late 1980s, Japan’s “bub- 
ble” years, it was less than 10%. More for- 
mally, the correlation between export 
growth and real pP growth was surpris- 
ingly absent before 1990; the correlation co- 
efficient between the two was minus 0.03 
during 1970-90. It rose to 0.61 during 1991- 
2008. It is higher at 0.73 during the last 10 
years. In other words, in the postbubble pe- 
riod Japan has failed to deliver a domestic 
demand-led growth and become increas- 
ingly exposed to economic fluctuations in 
the rest of the world. 

The Bank of Japan, in its February 
monthly report, analyzed the structure of 
this vulnerability more carefully. Japan’s 
manufacturing sector is dominated by in- 
dustries such as electronics, autos and gen- 
eral machinery who have been hit hard by 
the crisis, while in the U.S. the shares of 
more stable industries such as food, bever- 
age and tobacco are higher. In addition, 
Japan’s manufacturing firms’ domestic 
procurement rate for parts and materials 
is fairly high, while American firms rely 
more on imports for parts and materials 
supply. Thus, a given demand shock, say, a 
decrease in exports, generates larger spill- 
over effects in Japan, 

Changes in Japan’s trading structure 
have also increased its susceptibility to 
fluctuations in the rest of the world. Japan 
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used to be an exporter of final goods. Now, 
it exports intermediate goods to, say, Chi- 
na, which then are rerouted to the U.S. 
When Chinese exports to the U.S. fall, this 
willin turn affect Japanese exports, but by 
more than one for one. This is because 
Chinese manufacturers try to decrease in- 
termediate goods inventories, in addition 
to passing on to Japanese producers the 
decline in final goods demand. One com- 
fort of all this analysis is when strength 
returns to the global machinery industry, 
Japan will sure to experience a V-shaped 
recovery. 

Can Japan deliver a domestic demand- 
led recovery this time? Some point to a 
progress in inventory adjustment as a result 
of the sharp cuts in production during the 
last few months. The situation, however, is 
not that rosy. It is true that the absolute lev- 
el of inventories declined, on a seasonally 
adjusted basis, for two months in a row. In- 
ventories would be at healthy levels if sales 
were as high as in the middle of last year. In 
reality, sales are down by 40%. Thus, the 
ratio of inventories to sales is at record 
highs. 

It appears that producers are counting 
on a near-term rise of sales by 20% to 30%, 
if not 40%. Should this fail to materialize, 
inventories are clearly grossly too high and 
the manufacturing sector will need to go 
into a painful period of production cuts 
again. How soon should such a rise in sales 
come? Common sense suggests it should 
come within six to nine months. Otherwise 
expectation of sales and production plans 
would surely be affected. Worse still, cor- 
porate fixed investment and employment 
would also be seriously affected. 

Thus, we will need a solid recovery in 
final demand in order to go into a sustained 
period of economic upturn. There is some 
hope. Above all, the Japanese government 
has recently submitted a supplementary 
budget proposal to the Diet. This has come 
on the heels of the last year’s supplemen- 
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tary budget which was just passed in 
March. The fiscal 2008 package includes a 
5 trillion yen (around $51.5 billion), and the 
fiscal 2009 package, 15.4 trillion yen of gov- 
ernment-outlay components. Between the 
two, government’s fiscal outlays total 4% of 
GDP. In addition, large amounts of lending 
and equity injection by semipublic financial 
institutions are planned. 

Economists, however, have a sober view 
of the effects of the stimulus measures and 
expect that they will add to aggregate de- 
_ mand for good and services by about 1.5% 
to 2.5%. The effects are smaller than the 
outlays because some 
are tax cuts and subsi- 
dies which do not raise 
spending one for one. 
Bank lending by public 
financial institutions 
may just be substitutes 
for private-bank lend- 
ing. Also, given that the 
next general election is 
very close, a significant part of public works 
included in the stimulus measures seem to 
be old-fashioned pork-barrel type spending 
and have only a small chance of generating 
large multiplier effects on the economy. 

What would be the course of the Japa- 
nese economy once the effects of such 
stimulus packages are taken into account? 
The programs should already be starting 
to exert effects on the economy. For ex- 
ample, transfer payments of 12,000 yen 
per person included in the fiscal 2008 sup- 
plementary budget are now being distrib- 
uted to the public. Most of the stimulative 
effects of the packages should manifest 
themselves within the next two years. In 
that sense, the packages have come when 
they are most needed. 

Private demand for goods and services, 
however, is expected to stay weak. For ex- 
ample, the Bank of Japan’s April tankan 
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survey showed that companies are plan- 
ning to reduce investment spending by 
11% in fiscal 2009. Given that investment 
is 16% of cpp, this will reduce app by 1.8%. 
With some multiplier effects, the defla- 
tionary effects of such a decline in invest- 
ment seem to more or less offset the 
positive effects of the stimulus packages. 

There is also a lingering worry about 
the Japanese financial system. The de- 
cline in stock prices since last September 
has eroded the capital base of Japanese 
banks, The Bank of Japan’s financial sta- 
bility report indicates that in terms of eco- 
nomic usage of capital 
large Japanese banks 
allocate more than 50% 
of tier 1 capital to their 
holdings of equities. 
According to the re- 
port’s simulation re- 
sults, if the economy 
were to follow the 
economists’ consensus 
path as of February and stock prices stayed 
as low as in early March, the TIER I ratio 
of Japanese banks would decline by 1.4 
percentage points. In such a case a serious 
credit crunch could develop in Japan as 
well. However, there is a plan by the gov- 
ernment to establish an entity to buy equi- 
ties from the market to avoid a major 
collapse in stock prices. 

Such an analysis of domestic sources 
of demand seems to indicate that the 
economy will stop declining soon, proba- 
bly grow at positive rates for a while, but 
have hard time delivering a sustained re- 
covery. The government’s stimulus pack- 
ages should have been directed more at 
measures to generate sustained growth in 
domestic demand. Once again, it is very 
likely that the fate of the Japanese econo- 
my will be determined by what will hap- 
pen in the rest of the world. Li 
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Indonesia’s Flawed 
Election Setback 


by Simon Montlake 





HEN INDONESIANS GO to 
the polls, as they did on 
April 9, the first of at least 
two elections being run 
this year, the atmosphere 
is festive, even jubilant. Turnout is usually 
high, far outstripping the participation rate 
of many mature democracies. Even under 
the repressive, 32-year rule of the late Pres- 
ident Suharto, when elections were a sham 
and the same political party won every time 
without fail, voters turned out in droves. 
Only two parties were allowed to compete 
with Golkar, the anointed winner. Every 
five years, an expanded parliament gath- 
ered to confirm Suharto for another term. 
After the chaotic ouster of Suharto in 
1998, Indonesia rediscovered the rough and 
tumble of competitive politics as dozens of 
new parties were set up. Passions ran high, 
as did hopes for a reconstituted democracy. 
Despite predictions of mayhem, the 1999 
elections were largely peaceful, and the 
world took note. Democracy was on the 
march in Southeast Asia. Subsequent votes 
in 2004 for parliament and, for the first 
time, a directly chosen executive, marked a 
further consolidation of democracy, as 





Susilo Bambang Yudhoyono, a retired army 
general, was elected as president. 

Last month, however, Indonesia’s dem- 
ocratic fervor went off the boil. In Jakarta, 
many voters seemed dismayed at the choic- 
es on offer. They grumbled at the broken 
promises of politicians and their failure to 
raise Indonesia’s economic game. During 
the three-week campaign, parties vying for 
nearly 19,000 seats in local, provincial and 
national legislatures rolled out largely in- 
distinguishable platforms. Policy debates 
were perfunctory and personalities came 
first. Many of the big names were familiar 
ones, a reshuffling of the pack from the Su- 
harto era, ranging from army officers to 
Muslim leaders to dynastic offspring. 

Reports of inaccurate voter rolls added 
to the sense of disquiet. Everyone in Jakar- 
ta had a story of a friend or relative who had 
found out that they weren’t registered to 
vote. Since the poll, the litany of complaints 
has swelled to the point where the elec- 
tion’s legitimacy is in question, a sad regres- 
sion for a democracy that had ridden out its 
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early setbacks. The National Commission 
for Human Rights is investigating how 
many voters were disenfranchised and 
whether there was systemic fraud. Esti- 
mates of the number of disenfranchised 
range from 10 million to 46 million out of 
171 million eligible voters. A flurry of law- 
suits is in progress against the election 
commission, which is widely blamed for re- 
lying on outdated survey data. 

Far from being outraged on the election 
eve, young professionals in Jakarta seemed 
indifferent to the entire exercise. “This isn’t 
really democracy. It’s getting worse. The 
leaders don’t respect what the people want,” 
said Frans Darmadi, a construction com- 
pany owner. Such moans are a far cry from 
the 1999 election, when voters showed off 
their ink-stained fingers and the country 
was on tenterhooks for the results. April 9 
fell on a Thursday before the Easter holiday 
weekend and was a public holiday. To non- 
voters, it meant an extra day on the beach. 

Waning voter enthusiasm isn’t exclusive 
to Indonesia. Indeed, the lower political 
temperature underlines a familiar trajec- 
tory as democratic governance becomes the 
norm in a developing country. Voters no 
longer see every election as a do-or-die 
choice. Apathetic Indonesians told me they 
will turn out on July 8 for the presidential 
election. A second-round runoff is sched- 
uled in September if, as expected, no 
candidate gets more than 50% of votes cast. 
Moreover, President Yudhoyono’s Partai 
Demokrat (Pp) had been polling comfort- 
ably ahead of other parties in the legisla- 
ture, adding to a sense of inevitability about 
the outcome, unlike in 1999 when politics, 
and so much else, was in a state of flux. 

Although the official tally won’t be de- 
clared until May 9, early counts suggest 
that pp candidates received more than 20% 
of votes cast, followed by the Indonesian 
Party of Democratic Struggle (PpI-P) led by 
former President Megawati Sukarnoputri, 
and Golkar led by Vice President Yusuf Kal- 
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la. Both polled around 14%. Six other par- 
ties polled below 10% but above the 2.5% 
threshold required to occupy seats in par- 
liament. Under this rule, the votes tallied 
for minor parties will be redistributed be- 
tween the larger parties, giving them a 
share of seats that exceeds their share of 
the popular vote. 

This is important because presidential 
tickets must be nominated by either a bloc 
of 20% of seats in parliament or 25% of the 
popular vote. Only pp can go it alone, other 
aspirants must build coalitions. A rough 
calculation suggests that Pp, which has only 
60 seats in the current parliament, could 
have 139 out of a total of 560 seats. PDI-P and 
Golkar should be around the 100 mark. 
Four Islamic-oriented parties together 
could account for 165 seats. Two other par- 
ties in the mix are the personal vehicles of 
two former generals and share similar na- 
tionalist leanings. 

Most Indonesians do not vote along 
lines of religion, and the Islamic bloc in par- 
liament is in decline, except for the Pros- 
perous Justice Party (PKS), which is the 
most orthodox. As in past elections, the 
bulk of votes cast in April went to secular 
parties with broad-brush platforms. Unlike 
in India, their vote banks aren’t defined by 
caste or religion, but by more subtle grada- 
tions of class, geography and personality. 

Defenders of Indonesia’s democracy ar- 
gue that the lack of sharp policy choices on 
offer hasn’t stifled political competition. 
When it comes to local elections for mayor 
or governor, voters are merciless in throw- 
ing out executives who are seen as corrupt 
or incompetent. Since 2004, when localities 
began holding direct elections, challengers 
have stood an even chance of beating in- 
cumbents. Indeed, the sheer number of 
elections held over the last few years for 
provincial, district and sub-district office is 
blamed for the voter fatigue that hung over 
April’s parliamentary vote. Given this sur- 
feit of voting, the estimated turnout of 72% 
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in the legislative elections suggests that a 
decade after the restoration of free and fair 
elections, most Indonesians are still invest- 
ed in the democratic system. 

Unfortunately, that system hasn’t re- 
warded their dedication. By presiding over 
what political analysts in Jakarta have 
called the worst elections since 1998, Pres- 
ident Yudhoyono must bear some responsi- 
bility for the fallout. Even taking the lowball 
estimate of 10 million voters, this is a dis- 
crepancy that could significantly swing the 
final tally, particularly if, as alleged by some 
opposition politicians, the disenfranchised 
were concentrated in areas where PD was 
less certain of victory. Administrative er- 
rors in voter rolls in a country like Indone- 
sia are one thing; deliberate manipulation 
to exclude voters is a much more serious 
charge. pp officials have denied any such 
rigging, while insisting that the indepen- 
dent election commission is in charge. 

This is a feeble defense. Election com- 
missioners are appointed by parliament, 
with input by the president’s office, but the 
executive also has direct responsibility over 
a number of agencies that oversee election 
lists. Critics point to what happened during 
East Java’s rerun of its governor’s race in 
December, which a pp-backed candidate 
narrowly won. A local police chief later un- 
covered what appeared to be huge discrep- 
ancies in voter rolls, with hundreds of 
thousands of false names, or nearly one in 
four eligible voters. This revelation was 
enough to prompt the losing candidate to 
cry foul. Jakarta’s response was to down- 
grade the police investigation and force the 
chief to resign. PDI-P is still smarting from 
what it sees as a stolen election. 

While President Yudhoyono tried to dis- 
tance himself from the mess in East Java, it 
may be much harder to convince voters that 
he’s not culpable, at least in part, for April’s 
mass disenfranchisement. “Anyone who 
says it’s not the responsibility of his govern- 
ment doesn’t understand how things work 
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here,” says Jeffery Winters, an expert on 
Indonesia at Northwestern University who 
monitored the campaign. Unlike in past 
elections, foreign observer teams were thin 
on the ground. Far from raising the alarm 
over the voter rolls debacle, they appeared 
quite happy to certify the process as 
smooth. The fact that Mr. Yudhoyono, a 
firm favorite in Western capitals for curb- 
ing radical Islam, is the beneficiary may 
have reinforced this sunny appraisal. 

But a potential roadblock in Indonesia’s 
democratic consolidation looms large on 
May 9, when the final tally is presented to 
the party leaders for their signature. The 
following week is allotted for parties to de- 
cide on their presidential tickets before 
registration closes on May 16. Should any 
party leaders refuse to sign off on the par- 
liamentary results, effectively challenging 
the legitimacy of the vote, this timetable 
would be thrown off track. ppi-P officials 
have threatened to boycott the presidential 
poll, and other parties may be inclined to 
follow suit, leaving Mr. Yudhoyono as the 
only candidate, an untenable prospect. A 
rerun of the parliamentary elections may 
be impractical, but allowing the disenfran- 
chised to vote before the results are ratified 
seems reasonable, even if it disrupts the 
electoral calendar. 

Some politicians argue that the voter 
rolls are so flawed that the election com- 
mission must be replaced and the lists re- 
vised from scratch, even if it means a delay 
in the presidential vote. The election com- 
mission has responded by promising to up- 
date the lists before July and urging parties 
to monitor the process. Even politicians 
stung by April’s nonvotes may ultimately 
balk at an outright rejection of its legitima- 
cy, given how high the stakes are. The 
courts can adjudicate the rights and wrongs 
of any lawsuits over the voter rolls. A more 
inclusive presidential poll is vital to restore 
confidence. But that won’t let the adminis- 
tration off the hook. W 


TTP vc e emn r n an a e e ree e eree Ai 











Oppression Finds 
New Paradise in Fiji 


by Gerard A. Finin 





N RECENT WEEKS Fiji’s po- 
litical turmoil has taken an 
ominous turn, witha harsh 
crackdown on all forms of 
political dissent. What be- 
gan on Dec. 5, 2006 as a preannounced and 
generally peaceful military takeover led by 
Commodore “Frank” Bainimarama is fast 
becoming a more complex conundrum for 
Fiji’s military, citizens and the internation- 
al community. More than ever it appears 
that the regime, in the face of resistance 
and setbacks, is responding by becoming 
increasingly oppressive. 

Political repression and reports of hu- 
man-rights abuses come in the wake of a 
court of appeals decision on April 9 stating 
that President Josefa Iloilo’s actions in es- 
tablishing the interim government and 
making promulgations after the coup were 
unconstitutional. As the facade of legality 
of Fiji’s military junta was cast off, the con- 
stitution was officially abrogated. Shortly 
thereafter, key individuals who had been 
holding leadership positions in the so- 
called interim government were given the 
same portfolios in the new “caretaker cab- 
inet.” Dialogue between political parties 





eve vararanrum mana yy AMAA dre rrrTAA AA PR Ute on TPP FH PVT Aaaa Laa eS RSA LY LANAI ppg 


and Mr. Bainimarama that only a few 
months ago appeared promising have bro- 
ken down, the often repeated promises to 
conduct national elections (now resched- 
uled for 2014) are increasingly vacuous, 
and there is little prospect for a quick res- 
olution. 

It is not so much that Fiji is falling apart, 
but rather that it has never fully come to- 
gether. In the past it was common for all 
Fiji’s political troubles to be simplistically 
attributed to ethnic tensions between in- 
digenous Fijians and Fijians of Indian an- 
cestry who came in the 1800s as indentured 
plantation workers and presently constitute 
approximately 40% of the population. More 
important today is the fragility of the indig- 
enous “nation,” still divided along the lines 
of traditional confederacies as well as mul- 
tiple fissures based on class distinctions. 
The regime’s suspension of the time-hon- 
ored Great Council of Chiefs has further 
destabilized the situation. 

Pressures to alter traditional land-ten- 
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ure arrangements also underlie the con- 
flicts that led to the current coup 
government. More than 80 percent of all 
land in Fiji continues to be managed under 
traditional tenure arrangements by indig- 
enous Fijians. In addition to providing dai- 
ly subsistence for the vast majority of rural 
Fijians, land continues to evoke deep cul- 
tural and spiritual value. Global pressures 
by development institutions have tended to 
accentuate tensions within Fiji by stressing 
economic growth and the free rein of mar- 
ket forces over social equity. Hastily re- 
duced barriers to trade have severely 
undermined sugar and garment exports, 
exacerbating unemployment. 

While Fiji has endured three previous 
coups since independence from the United 
Kingdom in 1970, it still managed to exude 
a generally positive image with impressive 
gains in tourism. This image has been sig- 
nificantly reinforced over the past decade 
by the globally marketed, upscale bottled 
water named in honor of the nation, mak- 
ing Fiji a more widely recognized destina- 
tion. Building on its prominence in the 
South Pacific during the colonial era, dem- 
ocratic Fiji has steadily grown to become 
an important regional center for trade, di- 
plomacy, and a host of international agen- 
cies, as well as the impressive University 
of the South Pacific (owned collectively by 
12 island governments). Fiji is a keystone 
to regional stability. Now, for the first time, 
serious questions are being raised about 
whether it will be possible for the island 
nation to retain its special position. 

Certain features distinguish Fiji’s cur- 
rent political situation from previous bouts 
of instability. In the past, Australia was 
perceived to have pushed harder than oth- 
er metropolitan powers for sanctions, and 
frequently served as the “big brother” lec- 
turing Fiji at international fora. Over the 
past two years, however, New Zealand has 
been cast by Mr. Bainimarama in the role 
of chief villain, based in part on its public 
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pronouncements and lengthy list of Fiji 
citizens who are banned from entering the 
country. This has been particularly appar- 
ent at international sporting events, such 
as hugely popular rugby tournaments, 
hosted by New Zealand. Fiji’s declaration 
of New Zealand’s Suva-based High Com- 
missioner as persona non grata has not 
helped relations with Wellington. 

Moreover, for the first time in memory, 
the junta has lashed out at other Pacific is- 
land leaders, including Samoa’s Prime Min- 
ister Tuilaepa Sailele Malielegaoi, violating 
a long-honored custom that Pacific island 
leaders do not criticize each other publicly. 
It is now likely that Oceania’s premier re- 
gional organization, the Pacific Islands Fo- 
rum, will for the first time expel one of its 
own members, in spite of the fact that its 
headquarters is located in Fiji’s capital. 
Ironically, itis the regime’s current military 
leader, Mr. Bainimarama, who following 
Fiji’s third coup in 2000, bravely orches- 
trated the installation of an independent ci- 
vilian government that was subsequently 
democratically elected. At that time Mr. 
Bainimarama was widely hailed for his ad- 
herence to the rule of law and was named 
“Man of the Year” by Fiji’s Sunday Post. 

Fiji Islanders understand the daunting 
challenges their leaders have faced over the 
past 39 years of nationhood. This, along 
with the experience of previous coups that 
were followed by returns to democratic 
governance, resulted in a measure of for- 
bearance when Mr. Bainimarama and his 
officers visited elected government officials 
in 2006 to demand that they cease report- 
ing to their offices. Anumber of predictable 
“smart” sanctions were subsequently im- 
posed by the international community with 
the intention of pressuring the junta to hold 
free and fair elections. Over the past two 
years, these have been met with defiance 
and seemingly did little to influence the do- 
mestic political terrain. 

By most measures, there is scant evi- 
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dence to indicate that Fiji’s military has 
been better than civilian rulers in success- 
fully addressing important quality of life 
issues in the islands. Tangible results from 
widely touted anticorruption efforts are 
very difficult to discern, and, with the 
economy continuing to weaken, on April 
15 the Reserve Bank devalued the Fiji dol- 
lar by 20%. 

The regime’s suggestion that China and 
India will provide major political and eco- 
nomic support is considered highly unlike- 
ly by most analysts. While China may see 
Western sanctions as an opportunity to 
bolster its influence, 
there are clear limits on 
the extent to which it 
will jeopardize rela- 
tions with other mem- 
bers of the international 
community. New Zea- 
land Prime Minister 
John Key’s mid-April 
meeting with Chinese 
President Hu Jintao in Beijing was said to 
include a request to avoid undermining the 
sanctions. 

Even more worrying over the long-term 
is the lack of any institutional system of 
checks and balances within government. 
One cannot help but recall how in the Phil- 
ippines the Marcos regime used “emergen- 
cy powers” for enormous personal gain. 
Fiji’s prominence in Oceania is in a number 
of respects similar to the Philippines’ 
postindependence position as one of South- 
east Asia’s brightest prospects. But during 
more than 15 years of dictatorial rule dur- 
ing the 1970s and 1980s, Filipinos became 
poorer as government officials and well- 
connected business interests plundered 
public institutions. 

Finding ways to convince the regime to 
help make Fiji an enduring democracy is 


Faced with resistance 
and setbacks, the 
regime in Fiji is 
becoming more and 
more oppressive. 
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about much more than holding a single 
election. As United States Congressman 
Eni Faleomavaega recently conveyed to 
Secretary of State Hillary Clinton after 
meeting with Mr. Bainimarama, “The sit- 
uation is more complex than it appears.” 
Among the complex challenges for Fiji Is- 
landers is forging a long-term plan for 
democratic processes. As part of this en- 
deavor, changes to the electoral system 
are needed, as the present system is poor- 
ly understood and favors ethnic based 
constituencies. Equally important, and 
perhaps most challenging, is the question 
of what role the army 
should play. 

The recent harden- 
ingofthe Bainimarama 
regime’s dictatorial ap- 
proach has prompted a 
reassessment of policy 
options by the interna- 
tional community. 
While there is little evi- 
dence that additional sanctions will bring 
positive change, and might even inflict 
hardships on those in Fiji who oppose the 
current leadership, inaction in the face of a 
deteriorating situation may be equally un- 
helpful. The prospect of Fiji’s military los- 
ing its lucrative contracts with the United 
Nations for the deployment of internation- 
al peacekeeping forces could prove disrup- 
tive to the military’s cohesiveness. At the 
same time, finding a way by which Mr. 
Bainimarama and his core comrades can 
see a pathway free from future legal pros- 
ecution might facilitate further steps for- 
ward. Finally, support for a much needed 
new generation of leadership that is at once 
grounded in tradition but committed to 
democratic values is critical for ensuring 
an economically prosperous, socially just 
and equitable Fiji. = 
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Oppression Finds New Paradise in Fiji 
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UNITED STATES-TALWAN RELATIONS 
AND THE CRISIS WITH CHINA 
by Nancy Bernkopf Tucker 
Harvard University Press, 
404 pages, $35 
EEA 


Reviewed by JULIAN BAUM 


NE OF TAIWAN'S foreign minis- 
ters under former President Chen 
Shui-bian (2000-08) comment- 
ed recently that his ex-boss did not un- 
derstand that relations with Washington 
depended on the actions of individuals. In- 
stead, the former minister lamented, Mr. 
Chen foolishly acted as if the policies were 
self-enforcing and the human interactions 
of diplomacy were of little importance. 

No one can read Nancy Bernkopf Tuck- 
er’s admirably researched and jam-packed 
diplomatic history of United States-Tai- 
wan relations and come away believing 
that diplomats and policy advisors do 
not make a difference. Indeed, the record 
shows that the people who have the lead- 
er’s ear have been as important as the na- 
tional interests and breaking events that 
usually drive decisions. 

The author announces in the introduc- 
tion to this landmark study that she aims 
to “examine unsparingly” the “history 
of mistrust, the damage it has caused to 
U.S.-Taiwan relations, and the jeopardy in 
which it has put both sides.” Thus she be- 
gins a purposeful narrative about the dark 
side of this diplomacy, with fresh material 
from official records, memoirs, academic 
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studies and more than 100 interviews. 
Ms. Tucker’s spare writing and trenchant 
judgments on six decades of policies and 
especially the policy makers themselves, 
spanning the administrations of 10 U.S. 
presidents and five Taiwan presidents, of- 
ten dissents from conventional views. 

At the outset, she is agnostic about 
Washington’s stance of “strategic ambigu- 
ity,” which became doctrine under former 
President Dwight Eisenhower and leaves 
unspecified what the U.S. would do in the 
event of military conflict across the Tai- 
wan Strait. The policy has often been dis- 
puted since Taiwan democratized because 
it assumes there is equal justification for 
keeping both Beijing and Taipei guessing 
about U.S. intentions. In early chapters, 
Ms. Tucker probes the “normalization 
mythology” surrounding President Rich- 
ard Nixon’s opening to China in 1972, and 
the unreciprocated concessions and ex- 
cess secrecy of his national security advi- 
sor, Henry Kissinger. She concludes their 
decisions were shortsighted and “bred 
mistrust everywhere,” leaving the U.S. 
weaker for acting rudely toward an ally, 
whatever its distaste for Chiang Kai-shek 
and his authoritarian regime. “This collat- 
eral damage to U.S. integrity, diplomacy, 
and democracy, at home and abroad, con- 
stitutes the most serious indictment of the 
policies they pursued,” she writes. 

Although we now know that the inev- 
itability of formal relations with Beijing 
was recognized even by Eisenhower 
in the 1950s, the false sense of urgency 
that Presidents Nixon and Jimmy Carter 
brought to the project and their eagerness 
to accommodate Mao Zedong and Zhou 
Enlai deepened insecurity across East 


Asia. Ms. Tucker shows that Mr. Kissing- 
er and Zbigniew Brzezinski, his counter- 
part in the Carter administration, shared 
a fixation with the Soviet threat and an 
ignorance of, and indifference toward, 
Taiwan. Neither fully understood the im- 
portance of Taiwan to their interlocutors 
in Beijing. 

Meanwhile, the absence of candor be- 
tween the doomed allies could be surreal. A 
U.S. National Security Council staffer com- 
mented in 1965 that the at- 
mosphere of his meetings in 
Taipei was “rather eerie.” He 
reported that the Republic 
of China officials knew that 
the U.S. did not believe their 
rhetoric about “recovering” 
the Chinese mainland, and 
that he suspected that many 
of them did not believe it ei- 
ther, but that no one would 
talk about it. “The result is 
that our every relationship is 
affected by the unmentionable 
dead cat on the floor.” 

More than a decade later, 
poor communications delayed dealing 
with the inevitable trauma to come. U.S. 
Diplomat Roger Sullivan told the author 
that even in discussions with Yale-educat- 
ed Frederick Chien, one of Taiwan’s most 
respected U.S. experts, he was often told, 
“You are not going to establish diplomatic 
relations with the communists so forget 
about it.” In such circumstances, Mr. Sul- 
livan said, there was nothing to discuss. 
“By February 1978 or so we were... talking 
nice to each other and not communicat- 
ing.” The unintended consequence was to 
leave the U.S. free to ignore Taiwan’s in- 
terests while resentment boiled over in the 
streets of Taipei. 

And so went the miscalculations, rever- 
sals of declared intentions and the bare- 
ly concealed contempt that accumulated 
over the years, even amid ardent expres- 
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sions of goodwill and common interests. 
The U.S. Central Intelligence Agency be- 
gan to doubt Taiwan’s ability to maintain 
air superiority over the Taiwan Strait even 
before derecognition, and the focus of re- 
lations during the next 30 years was on 
military sales to deter the Chinese People’s 
Liberation Army and to keep Taiwan’s op- 
tions open. Ronald Reagan and his succes- 
sors all wrestled with issues of the quality 
and quantity of weapons sales, eventual- 
ly ignoring an agreement 
with Beijing on arms sales 
that had little support out- 
side the State Department. 
After the 1995-96 missile 
crisis, the U.S. rose to the 
challenge of re-engaging 
Taiwan’s defense establish- 
ment after nearly two de- 
cades of isolation, despite an 
abiding distrust of Lee Teng- 
hui, who was trying to con- 
solidate Taiwan’s democracy 
in ways that Washington did 
not appreciate. 

This history is famil- 
iar, but the policy debates and conflicts 
among the participants have not been so 
richly narrated elsewhere. Ms. Tucker 
sometimes lapses into Washington’s self- 
interested assessments of Taiwan’s lead- 
ers, including the view that Ma Ying-jeou, 
now in office for one year, has at long last 
opened the way to reconciliation across 
the Taiwan Strait, while discounting the 
considerable risks to the island’s sover- 
eignty and democracy. But most of her 
judgments are broadly sensible and her 
dense documentation shows exceptional 
commitment to getting the details right. 

What drives the story forward is the 
reality that Taiwan has not collapsed, 
but rather has rebuilt its legitimacy as a 
sovereign state through political reforms 
and competitive elections. Unfortunately 
for its citizens, the island’s democratiza- 
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tion has not fundamentally altered the 
official parameters of its constrained re- 
lations with the U.S., because of China’s 
chauvinism and Washington’s notorious 
inertia. The book comes in the wake of an 
especially disastrous low point in relations 
under President George W. Bush, which 
weakened U.S. resolve. Meanwhile, a Chi- 
na-friendly government in Taipei is piling 
up agreements which suggest outward 
reconciliation and cooperation across the 
Strait, but mask deeper uncertainty and 
potential instability, unless Beijing shows 
more flexibility. Taipei’s shadowy process 
of party-to-party talks with Beijing avoids 
public scrutiny and the troublesome need 
for domestic consensus. For some critics, 
this stealth and camouflaged intentions 
reprise Washington’s own behavior of an 
earlier time. 

Dissenting from Washington’s current 
passivity in these unprecedented circum- 
stances, Ms. Tucker advocates a more active 
and engaged U.S. presence, not at the nego- 
tiating table but in the near background, to 
prevent Taiwan from being overwhelmed. 
The U.S. can stabilize the status quo and 
support the island when its dignity and 
equality are challenged or when its democ- 
racy is violated during the inevitable peri- 
ods of flux and volatility that lie ahead. 

Ms. Tucker urges Washington and Tai- 
pei to break from past attitudes and reach 
for a more authoritative diplomacy with 
greater trust and honesty than has been 
the norm. She asserts that the U.S. has an 
obligation not to be a mere bystander, as 
it “can protect its interests only if it par- 
ticipates in the process of resolving cross- 
Strait tension.” At this critical point, her 
book is not only a useful tutorial in past 
worst practices in U.S.-Taiwan relations, 
but also a paradoxical record of the how 
diplomacy has worked to ensure the is- 
land’s durability as a free-standing society, 
decades after many experts and strategists 
had written it off. 
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EMPIRES OF THE SILK ROAD: 
A HISTORY OF CENTRAL EURASIA 
FROM THE BRONZE AGE 
TO THE PRESENT 
by Christopher I. Beckwith 
Princeton University Press, 
496 pages, $35 
ASB 


Reviewed by IAN CHESLEY 


ECENT YEARS HAVE witnessed 
the publication of some amazing 
research about the prehistory of 
Eurasia. In 2007, for instance, David An- 
thony published The Horse, the Wheel, and 
Language, an accessible volume on the 
mystery of the Indo-Europeans, whose 
language and culture were the precursors 
to peoples from Ireland to India. Mr. An- 
thony studied the wear on ancient horse 
teeth to determine when exactly the horse 
was domesticated in the area north of the 
Caspian Sea, dazzlingly combining pa- 
leoanthropology and historical linguis- 
tics. Elizabeth Barber’s The Mummies 
of Urumchi demonstrates clear links be- 
tween Celtic plaid weaving patterns and 
the cloth style of the ancient inhabitants 
of western China. 

Now, linguistic reconstructions and 
wool patterns are not everyone’s cup of tea. 
But for those curious about the origins of 
cultures in China, Central Asia and the In- 
dian subcontinent, these light the way into 
an age of human history otherwise utterly 
obscure. The latest addition to this growing 
body of scholarship comes from Christo- 
pher Beckwith, a professor of Central Eur- 
asian studies at Indiana University whose 
most recent books are on Tibetan linguis- 
tics. His other books are very much direct- 
ed at specialists, so a book about thousands 
of years of history in Central Asia presents 
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a great opportunity for the general reader 
to learn from a master. 

Mr. Beckwith describes what he calls 
the “Central Eurasian Culture Complex,” a 
system of cultural institutions that crossed 
ethnic and linguistic lines and provided 
continuity over centuries. A fundamental 
feature of the complex is what Mr. Beck- 
with calls the “First Story,” a skeletal narra- 
tive of slavery, rebellion and conquest that is 
retold in dozens of Eurasian languages. He 
traces the comitatus, or close companions 
of the king, from prehistory to the Mongols. 
The elite members of the comitatus pledged 
their lives for their sov- 
ereign, and committed 
suicide when he died. 
The idea was carried 
far and wide by the 
new technology of the 
chariot, which allowed 
skilled pairs of drivers 
and archers to devas- 
tate ancient infantries. 
One of the overriding themes of the book 
is the inaccurate stereotype of Central Eur- 
asians as marauding barbarians, and Mr. 
Beckwith makes an eloquent case for treat- 
ing the nomads with the respect we grant 
the settled empires of Rome or China. 

When the book arrives at more recent 
historical periods, though, Mr. Beckwith’s 
claims of a coherent sociocultural picture 
of Eurasia start to stretch and tear. The on- 
set of the age of European colonial empires 
presents a problem for analyzing the Silk 
Road; in essence, the one destroyed the 
other. The Portuguese and others circum- 
vented an economic system of trade routes 
that crossed Eurasia for millennia. Anoth- 
er author might have documented the de- 
cline that shift precipitated; Mr. Beckwith 
makes the improbable case that the Portu- 
guese merchants who came to dominate 
Southeast Asia actually represented an ex- 
tension of the original “Central Eurasian 
Cultural Complex,” not its erasure. 


| Mr Beckwith makes an 
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Even more perplexing is Mr. Beckwith’s 
excursion into amateur art criticism. 
While it should not be surprising that an 
expert in ancient linguistics might nurse 
a preference for the archaic, Mr. Beck- 
with for some reason views his chapters 
on the 20th century as an opportunity to 
ignore the specifics of Central Eurasian 
history and instead excoriate Picasso and 
T.S. Eliot for their modernist antics. Why 
he chooses to go in this direction is com- 
pletely unclear, but in any case he blames 
much of the suffering of the last century 
on the work of “Modernists.” He lumps 
the avant-garde artists 
in with the leaders of 
modern authoritarian 
movements, and either 
ignores the research on 
the complex relation- 
ship between the two 
or is simply unaware 
of it. 

There is a great story 
to be told about how artists and intellec- 
tuals, especially in Russia, reinvented the 
concept of Eurasia and put it to various 
creative and political ends. But that story 
will have to be told by someone else. For 
all the pages dedicated to European mod- 
ernism and its franchises, the brilliant 
cultural and scientific lowering of Herat 
under the descendants of Tamerlane gets 
barely a paragraph. Mr. Beckwith drops 
the names of Persian poets but never picks 
them up. He pays no attention to the long 
literary heritage of Chaghatay Turkish— 
the Mughal emperor Babur used it to write 
the first great autobiography of the Islam- 
ic world—but Mr. Beckwith’s fixation on 
Picasso and friends presumably leaves no 
room to discuss it. 

And perhaps this reader is mistaken, but 
I do not think that the name Joseph Stalin 
is mentioned once in the entire book. To ig- 
nore the importance of Stalin’s nationalities 
policies in the Soviet Far East and Central 
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Asia is doing a profound disservice to the 
general reader. One sincerely wonders what 
the editors at Princeton University Press 
were thinking when they allowed the book, 
which after all claims to trace the history of 
the Silk Road up to the present, to skip over 
Central Asia’s recent past. 

Rather than taking this opportunity 
to present a misunderstood region of the 
world to a wider audience, Mr. Beckwith 
seems to have seen the book as a way to rage 
against the death of the elite academic in- 
tellectual. What else could explain such ve- 
hemently worded and simplistic endnotes 
about figures like Ezra Pound, Edward Said, 
and even Frank Zappa? These unnecessary 
diversions come in place of a serious discus- 
sion about the effects of globalization on the 
politics and cultures of newly independent 
republics after the fall of the Soviet Union. 
It’s ashame Mr. Beckwith didn’t write the 
book he meant to write because his eru- 
dition in the languages and documents of 
Central Eurasia is apparent throughout. In- 
stead of playing to his strengths, he ends up 
distracting himself from the generally ig- 
nored but truly fascinating aspects of Cen- 
tral Eurasia. 


THE GENERALISSIMO: 
CHIANG KAI-SHEK AND 
THE STRUGGLE FOR MODERN CHINA 
by Jay Taylor 
Belknap Press, 736 pages, $35 
Sa emanate 


Reviewed by ROBERT GREEN 


dent-elect Ma Ying-jeou of Tai- 
wan’s Kuomintang made a short 
pilgrimage outside of Taipei to pay his 
respects at the mausoleum of Chiang Kai- 
shek, former president of the Republic of 
China. The occasion was Qing Ming, or 
tomb-sweeping day, a day to honor the an- 
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cestors, including a former father of the re- 
public. Chiang’s statues and portraits, once 
ubiquitous, depicted a Confucian gentle- 
man with a beatific smile and an aura of 
paternal wisdom. It was an image that he 
cultivated in his self-appointed role as the 
guardian of Chinese civilization. 

By the spring of 2008, Chiang’s im- 
age was in much need of a little brushing 
off. Mr. Ma had secured a victory for the 
Nationalists after eight years in the politi- 
cal wilderness, during which the govern- 
ing Democratic Progressive Party scrapped 
statues and public portraits of Chiang, and 
emphasized the stifling political repression 
of his dictatorship. Under the ppp, even Tai- 
wan’s main public monument to the former 
leader, Chiang Kai-shek Memorial Hall, 
was renamed Taiwan Democracy Memo- 
rial Hall. When the hall reopened on Jan. 
1, 2008, an exhibition featured hundreds of 
photographs of those killed under Chiang 
and kites fashioned like fish and butter- 
flies, representing the “winds of democra- 
cy,” dancing playfully around the enormous 
statue of the former leader. The National- 
ists were not amused. 

More than three decades after his death, 
Chiang is still the most controversial and 
polarizing figure in Taiwanese politics. In 
his new biography, Jay Taylor attempts to 
weave a life out of historical fact and rescue 
one of the central figures of modern Chi- 
nese history from the emotional efferves- 
cence of both supporters and detractors. 

Mr. Taylor admits to his own preconcep- 
tions. Serving as China desk officer in the 
U.S. State Department at the time of Chi- 
ang’s death in 1975, he writes that he shared 
the low opinion of Chiang held by many of 
his colleagues who specialized in Chinese 
affairs. “As far as I knew he had no redeem- 
ing qualities except for being considered 
personally honest,” he writes. 
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In his biography, Mr. Taylor sets out to 
challenge his original assumptions, and the 
endeavor takes him on an epic tour of mod- 
ern Chinese history. He is aided along the 
way by the tremendous amount of research 
into Chinese history conducted over the 
past few decades, and by his own research 
for his biography of Chiang Ching-kuo, son 
and successor to Chiang Kai-shek. 

In his earlier work, Mr. Taylor benefited 
from breaking new ground—introducing a 
relatively unknown figure to the West. By 
weaving together numerous 
interviews and historical 
research, he created a fast- 
paced narrative that crack- 
led with the excitement of 
international diplomacy 
and Cold War espionage. 
In his new biography, Mr. 
Taylor has taken up a more 
formidable task, writing on 
a well-known figure whose 
influence must be delineated 
from the enormously com- 
plicated events of modern 
China’s history, spanning 
the overthrow of the Qing 
Dynasty and the founding of the Republic 
of China, World War II and the Nationalist 
exile on Taiwan. 

Mr. Taylor’s seeking-truth-from-facts 
approach leads to an interesting reassess- 
ment of some crucial turning points in 
Chiang’s life and the history of republi- 
can China. Mocked as an ineffectual war- 
time leader and eventually the man who 
lost China, Chiang was subjected to a sus- 
tained drubbing in the Western press. He 
was accused of taking cash and weapons, 
but leaving the fighting to the Allies. 

Mr. Taylor uncovers a good deal of evi- 
dence that suggests this view is ungener- 
ous and oversimplified. Most tellingly, the 
popular view of Chiang was highly influ- 
enced by U.S. General Joseph Stilwell, who 
commanded Chiang’s forces during World 
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War II. Stilwell, an expletive-spitting hard- 
charger, loathed the Generalissimo, whom 
he referred to as “Peanut,” and took every 
chance to undermine Chiang’s credibility. 
After delivering an insulting rebuke from 
President Franklin Roosevelt to Chiang, Stil- 
well reveled in the Generalissimo’s humili- 
ation: “I have waited long for vengeance—/ 
At last I’ve had my chance./ I’ve 
looked the Peanut in the eye / 
And kicked him in the pants.” 
At Chiang’s insistence, Stilwell was re- 
placed, and the new U.S. 
commander, Albert Wede- 
meyer, discovered a situa- 
tion at odds with Stilwell’s 
assessment. “Far from be- 
ing reluctant to fight,” 
Wedemeyer wrote, Chi- 
ang’s armies had shown 
“amazing tenacity and en- 
durance in resisting Japan.” 
He also noted that while 
France had surrendered to 
the Germans in six weeks, 
Chiang had withstood Ja- 
pan’s own blitzkrieg for 
more than seven years. 

Nonetheless, Stilwell won the public re- 
lations war, resulting in a grim portrait of 
China’s wartime leader that lingers even to- 
day. Mr. Taylor does much to overturn the 
popular reading of some of these episodes 
and to illustrate Chiang’s contributions to 
the Allied war effort. While his scholarship 
presents a more nuanced view of Chiang, 
it also uncovers a darker narrative for the 
Allies, who repeatedly failed to honor their 
commitments to Chiang. 

After decamping to Taiwan in 1949, Chi- 
ang took his revenge on his American pay- 
masters by manipulating U.S. fears that 
he would invade China and draw Ameri- 
can forces into direct war with the nucle- 
ar-armed communists. Chiang, who was 
never known for his brilliance, became a 
geostrategist to rival Richard Nixon. What 
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he lacked in his truncated nation, however, 
was the power to keep the balance tilted in 
his favor. Thus President Nixon eventually 
opened the way for recognition of the com- 
munist regime in Beijing and the abandon- 
ment of the U.S. wartime ally in Taipei. 

Judging by his stated goal of challenging 
assumptions and rounding out cardboard 
characterizations of Chiang, Mr. Taylor 
succeeds admirably. He uncovers a man 
devoted to reversing a century of humili- 
ation in China. 

It is those final years on Taiwan, howev- 
er, that seem to give validity to Mr. Taylor’s 
initial skepticism of Chiang’s character. 
Chiang’s paternalistic belief that the popu- 
lation needed firm leadership and his ends- 
justify-the-means approach to governance 
resulted in political repression, even if he 
performed better on the economy. Ulti- 
mately, Chiang’s illiberal tendencies made 
him the chief obstacle to the completion of 
the revolutionary project of republican Chi- 
na after the war with Japan. 

“The truth that justice must overrule 
force has finally been proved,” Chiang re- 
marked after Japan’s defeat, “the historic 
mission of our national revolution has been 
achieved.” His words were prescient in- 
deed. But they would be realized only after 
his death—and only on the periphery of the 
China to which he longed to return. 


HISTORY OF THE SHAN STATE: 
FROM ITS ORIGINS TO 1962 
by Sai Aung Tun 
Silkworm Books, 655 pages, $50 
ere 


Reviewed by BERTIL LINTNER 


HERE ARE TWO good reasons why 
this book should be read by anyone 
interested in Southeast Asian his- 
tory and politics. First, itis the only detailed 
history of Burma’s largest ethnic minority 
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that is written by someone who himself is 
a Shan. Second, this excellent study reflects 
the constraints that scholars are forced to 
work under in undemocratic Burma. The 
writer, Sai Aung Tun, has a degree in in- 
ternational relations from the University of 
Denver, but is also a member of the official 
Myanmar Historical Commission, which 
critics say has been vested with the task of 
writing a version of Burma’s history that 
suits the country’s current military junta. 

“Shan” is actually the way the Burmese 
pronounce “Siam,” and the Shan group 
is more closely related to the Thais and 
the Lao than the majority Burmans. The 
Shans call themselves Tai, and they live 
in an area stretching from northeastern 
India across northern Burma to southern 
Yunnan in China, and even in pockets of 
northern Vietnam. For centuries, they had 
their own hereditary rulers called saohpa, 
“Lords of the Sky,” which, in Burmese, was 
corrupted to sawbwa. The area consisted 
of a multitude of principalities, some of 
which paid tribute to the Burmese kings in 
Mandalay and others that had closer ties 
with the rulers of Chiang Mai in north- 
ern Thailand, or Sipsongpanna in south- 
ern Yunnan. 

But for the sake of the present rulers of 
Burma, and the new concept of “Myanmar,” 
which they have introduced, Sai Aung Tun 
very clearly overemphasizes the suppos- 
edly friendly relations between the Shan 
saohpas and the Burmese kings in ancient 
times: “Bamar [Burma] and Shan became 
united whenever they encountered for- 
eign invasions or wars.” Others would ar- 
gue that there was little such cooperation, 
and that the tribute some of the saophas 
paid to the court in Mandalay was meant 
more as a bribe to be left alone than a sign 
of subservience to the Burmese kings or a 
recognition of their sovereignty over Shan- 
inhabited areas. 
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The author also avoids the controver- 
sial issue of the fight against nationalist 
Chinese Kuomintang troops that had re- 
treated into the Shan area following their 
defeat in the Chinese civil war. Sai Aung 
Tun gives the impression that the prob- 
lem was solved when some of them were 
evacuated to Taiwan—through Thailand— 
in 1953. In reality, thousands of them re- 
mained in northern Burma well into the 
early 1970s. It was when the Burmese 
army was sent into the Shan area to repel 
the unwelcome intruders that the Shan 
rose in rebellion; they felt they were being 
squeezed between two 
forces, both of which 
were considered for- 
eign. The Kuomintang 
conducted a reign of 
terror in the northeast- 
ern border mountains, 
while the Burmese gov- 
ernment’s troops often 
lived off the land. For 
many Shan peasants, it was the first time 
that they had come in direct contact with 
any Burmans, and their encounters were, 
in most instances, frightening or deadly. 

In 1959, some young Shans took to the 
hills to fight for independence from Bur- 
ma. That struggle has been raging for half 
a century. Sadly, Sai Aung Tun does not 
address this issue at all, and his account of 
Shan history predictably ends in 1962—the 
year the military seized power in Burma. 
But he does give a very comprehensive 
account of proposals by Shan leaders be- 
fore the coup to achieve greater autonomy 
within the then federal Union of Burma. 
That, and accounts of the early history of 
the Shan, are the strongest parts of this 
book. An entire chapter is dedicated to the 
“federal principle,” which could be inter- 
preted as an attempt by the author to have 
his audience read between the lines and 
understand that he believes that federal- 
ism, not central rule, is the solution to Bur- 
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ma’s decades-long ethnic conflicts. 

It is also understandable that Sai Aung 
Tun feels compelled to use the name 
“Myanmar” for the country, and not “Bur- 
ma.” When the country was under British 
rule before 1948, it was called Burma in 
English and “bama” or “myanma” in Bur- 
mese. So when the Burmese independence 
movement was established in the 1930s, 
there was a debate among the young na- 
tionalists as to what name should be used 
for the country: “bama” or “myanma.” The 
nationalists decided to call their move- 
ment the Doh-bama Asiayone (“Our Burma 
Association”) instead 
of the Doh-myanma 
Asiayone because they 
believed the word 
myanma signifies only 
the myanmars whereas 
bama embraces all in- 
digenous nationalities. 
But, in 1989, the pres- 
ent government decid- 
ed that the opposite was true. The ruling 
military asserted that “Burma” was a co- 
lonial term that applied only to the areas 
where the majority of Burmans live, while 
Myanmar includes all indigenous nation- 
alities. 

The fact of the matter is that both theo- 
ries are incorrect, as there is no term in any 
language which encompasses all the na- 
tionalities that live inside Burma’s present 
boundaries because no such entity existed 
before the arrival of the British. Burma, 
as we know it today, is a colonial creation 
full of internal strife and contradictions, 
manifested in seemingly insoluble ethnic 
conflicts. 

Reading this book will help outsiders 
understand the depth and magnitude of 
those problems, even if they have to read 
between the lines. It is worth noting that 
Sai Aung Tun, while sticking to the name 
Myanmar, uses the Shan names of many 
local places, which were also given new 
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names in 1989. These changes were merely 
a part of what Dutch Burma scholar Gus- 
taaf Houtman calls “the Myanmafication 
of Burma”—an attempt to introduce the 
concept of a unified nation-state. Aung 
San, the leader of Burma’s independence 
movement in the 1930s and 1940s, spoke 
of “unity in diversity” and promised the 
country’s ethnic minorities autonomy; the 
present military government has chosen 
an entirely different path toward achiev- 
ing national unity in a very ethnically di- 
verse country. 

Sai Aung Tun’s book is a testimony to 
that diversity. It covers, from a Shan per- 
spective, everything from shifting culti- 
vation, drum making and garden crops to 
the history of the Shan saohpas and the 
process that led to independence for the 
whole of Burma. The book’s 655 pages con- 
tain everything you would want to know 
about the Shan—except what the govern- 
ment would have disapproved of. One 
hopes that in the future Sai Aung Tun will 
be able to write the complete history of the 
Shans, without constraints. 


IMAGINING INDIA: 

THE IDEA OF A RENEWED NATION 
by Nandan Nilekani 
Penguin Press, 528 pages, $29.95 
ces 


Reviewed by BEN FRUMIN 


HE LATE 1O9TH-CENTURY Amer- 
ican author Horatio Alger Jr. 
made his name and fortune writ- 
ing more than 100 books that all followed 
an awfully similar storyline: poor boy 
prospers. Vim, hard work, determination, 
honesty—these were the attributes and ac- 
tivities that would ensure a rise from rags 
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to riches in the newly urban, industrial- 
izing United States. Alger sold more than 
20 million copies of such books. He may 
have never written the great American 
novel, but he wrote plenty of novels that 
made poor Americans believe they could 
be great. 

India does not have its own version of 
Alger and his hopeful stories, distillations 
ofa dream in which “extremely poor young 
boys... struggle upward to build highly suc- 
cessful lives,” as Nandan Nilekani writes 
in his ambitious, pondering new book. 
Sure, plenty of Indians have come from no- 
where to attain fabulous wealth through 
admirable effort and startling ingenuity 
in the last few decades. Mr. Nilekani, the 
cofounder and cochairman of InfoSys, is 
one of them. But India’s poor still inherit 
far too many disadvantages to fairly access 
India’s newfound economic opportunities. 
And because a rise from poverty to riches 
in India seems so unlikely, no Algeresque 
ragpicker-to-raja myth has taken hold yet. 
“This part of the economic story has been 
missing in India’s success,” Mr. Nilekani 
writes, “and it has made the country’s 
mood, despite our growth, a bipolar one.” 

That’s something Mr. Nilekani hopes 
to help remedy with Imagining India, a 
500-plus page treatise on the successes, 
opportunities, dangers and challenges 
of the country’s past, present and future. 
Mr. Nilekani’s mission seems to be nothing 
short of inspiring change that will make 
India richer, stronger and fairer—because 
despite India’s incredible achievements of 
late, the world’s second largest nation is 
still a terrifically flawed and unfair place. 
Mr. Nilekani’s is a laudable goal, though 
one that his book—which is both exhaus- 
tive and exhausting—will almost certainly 
fall short of. 

Despite its annual economic growth of 
more than 6% since the early 1990s, In- 
diais acountry that “has barely scratched 
its potential,” Mr. Nilekani writes. It has 
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“enormous advantages in its young popula- 
tion and its entrepreneurs,’—the country’s 
median age is a shocking 23—“a growing 
it capability, an English-speaking work- 
force and strength as a democracy.” And 
yet one-third of the population is illiter- 
ate; 90% of students drop out before they 
reach high school; cities are unplanned, 
sprawling messes; electricity is spotty; 
roads are clogged, potholed or nonexis- 
tent; laws and governance are arbitrary 
and stilted; and hundreds 
of millions of people live in 
poverty. 

Mr. Nilekani’s ideas to re- 
form and reinvent India are 
intriguing. The education 
system could be improved 
by increasing competition 
through school vouchers. A 
single national tax system 
would reduce waste and cor- 
ruption. Subsidies and hand- 
outs should be supplanted by 
“a direct and transparent ben- 
efit system.” Citizens should 
each be identified with a na- 
tional smart identity card. Still, more often 
than not, Mr. Nilekani points out problems 
and suggests big solutions without offer- 
ing a detailed, realistic plan to achieve his 
proposed ends. 

Another huge obstacle to remaking In- 
dia, Mr. Nilekani writes, is the politicians 
and bureaucrats who are pandering, cor- 
rupt, beholden and motivated to oppose any 
reforms that would knock them from their 
comfortable perches. In India, “the public 
service culture prizes process and prece- 
dent over progress and results” and “when 
it comes to policy the urgent wins over the 
important, tactic triumphs over strategy 
and patronage over public good.” Further, 
the organization of Indian politics along 
lines of caste, religion and class creates par- 
ties that formulate position and policy only 
“to ensure specific benefits for their own 














group and community.” This must change, 
Mr. Nilekani rightly believes, though again, 
his plan for changing such an entrenched 
political culture is unclear. 

Mr. Nilekani is reputedly a brilliant en- 

gineer and businessman. But he’s no writ- 
er. Imagining India is loaded with lame 
phrases that might sound good in a cor- 
porate PowerPoint presentation, but are 
painful in print: “People are in essence 
realizing the ‘I’ in IT,” for example. And 
throughout the book these 
people are generally re- 
ferred to as “human capi- 
tal.” Mr. Nilekani has also 
apparently never heard a 
cliché or tired word pairing 
he didn’t love. In Imagining 
India, thumbs are twiddled, 
teeth are cut, and feet are 
held to the fire. 
Mr. Nilekani famous- 
ly inspired Thomas Fried- 
man’s The World is Flat by 
telling the American jour- 
nalist several years ago that 
the global playing field was 
being “leveled” by technology. Mr. Fried- 
man—a justly celebrated thinker, but also 
probably the least talented writer ever to 
win three Pulitzer Prizes—authored the 
introduction to Imagining India, and, in 
turn, Mr. Nilekani seems to be a graduate 
of the Thomas Friedman School of Con- 
fused Metaphors. Try counting the clash- 
ing metaphors and images in this mixed-up 
sentence from Mr. Nilekani: “Technology 
itself is not the Midas touch—however, if 
we are sufficiently able to get the technolo- 
gy foundation up and running, the change 
it triggers across the government has the 
capacity to become a juggernaut.” Penguin 
editors, what has become of you? 

Literary hiccups aside, Imagining India 
is still an important book, ifonly as a sort of 
“sreatest hits” compilation of things India 
needs to do and become in order to thrive in 
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the 21st century. The country’s strange rise 
over the last two decades has been fantastic 
and impressive. But the successes of those 
years and the future opportunities they 
promise remain overshadowed by the chal- 
lenges ahead. As Mr. Nilekani writes, “we 
will either become a country that greatly 
disappoints when compared with our po- 
tential or one that beats all expectations.” 


THE CHINESE WORKER 
AFTER SOCIALISM 
by William Hurst 
Cambridge University Press, 
198 Pages, $99 


Reviewed by PAUL MozuR 


OR THE PAST decade, the specter 
of unemployment has been at the 
forefront of the Chinese govern- 
ment’s concerns about social unrest. Dur- 
ing the recent economic downturn surveys 
have shown that as many as 20 million of 
the country’s 130 million migrant work- 
ers are unemployed. Western media out- 
lets have all reported on this disconcerting 
trend, but most have neglected to place the 
recent rash of unemployment in any kind 
of historical context. 

In 2002, those same media were fix- 
ated on similarly ominous unemployment 
reports, only they were not about China’s 
migrant workers, but instead its millions 
of state-owned enterprise employees. Be- 
tween 1993 and 2006, approximately 60 
million of those workers—the bulk of Chi- 
na’s working class who had benefited from 
its socialist economic structure from 1949 
until the 1980s—lost their jobs. Few found 
channels for re-employment. 

As William Hurst, an assistant pro- 
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fessor of government at the University 
of Texas at Austin, shows in his compre- 
hensive study of sor layoffs from 1978 to 
2002, the Chinese Communist Party’s role 
as helmsman in guiding the country from 
a command to market economy has been 
anything but masterful. Based on more 
than 300 interviews of SOE managers and 
employees in eight Chinese cities, Mr. 
Hurst’s work reveals that layoffs of em- 
ployees lurched and lagged behind mar- 
ket forces. Less the result of streamlining 
by SOE managers, layoffs were more often 
politically motivated moves to garner in- 
creased subsidies or slash operating costs 
amid unfavorable business conditions. 

Mr. Hurst takes a regional approach 
to telling the story of the disintegration 
of Chinese soes. As he rightly points out, 
too often studies of China lack the breadth 
to examine economic and political trends 
that vary as widely as in similarly vast 
countries like the United States or India. 
He sets out to study five distinct groupings 
characterized by eight cities: the upper 
Yangtze River near Chongqing; the cen- 
tral coast near Shanghai; the northeast 
near Benxi; north-central China near Da- 
tong and Luoyang; and provincial capitals 
near Harbin, Shenyang and Zhengzhou. 

With each group facing varying region- 
al economic conditions and relations to 
the central government, the stories of SOE 
layoffs and the trials workers faced were 
different. Although by the mid-1990s unem- 
ployment from soe layoffs in the Northeast 
had hit crisis levels, it was not until 1997 
that the government decided to make sors 
profitable by increasing layoffs. Incentives 
such as subsidies were offered to firms that 
cut jobs. As a result, even profitable firms in 
China’s wealthiest cities reduced workers 
in order to gain funding. These top-down 
policies ensured that from 1997-99 Shang- 
hai’s SOEs cut 36% of jobs. 

Although formalized social protection 
met with some success in wealthier urban 
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areas, such as Shanghai, informal means 
of addressing the unemployment problem 
were far more successful in impoverished 
areas, such as northeast and north-central 
China. Motivated by fear of riots or pro- 
tests that would get local officials in trou- 
ble, unofficial street committees were set 
up to support the unemployed with wel- 
fare or medical coverage. And many work- 
ers who were able to find jobs did so via 
self-employment through personal con- 
nections or family wealth. 

Mr. Hurst has told the story of soe lay- 
offs more comprehensively than any oth- 
er author, but still his 
plodding and opaque 
prose leave much to be 
desired. With his 300 
interviews, he might 
have spiced up his book 
with more anecdotes. 
And while his region- 
al approach to SOEs is 
welcome, it is at times 
incomplete. For example he represents the 
upper Yangtze with one city, Chongging, 
which was the beneficiary of the campaign 
to develop the west in the late 1990s. As he 
admits, because of this campaign the city 
is not fully representative of the region. 

The story of China’s laid-off soz em- 
ployees and indeed the wider story of the 
current unemployment problem remains 
open-ended. The experience of many SOE 
employees with China’s planned safety 
nets does not bode well for crucial poli- 
cies established to address China’s current 
migrant-worker employment slump. For 
example, the crucial rural dibao, or mini- 
mum subsistence-allowance program that 
the government has been attempting to set 
up since March 2007, must not go the way 
the urban dibao program did in the 1990s. 
Mr. Hurst finds convincingly that through 
2002, workers in poorer areas rarely saw 
benefits of the dibao program. And even in 
prosperous Shanghai the program proved 
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extremely costly to implement. 

Many laid-off soe workers are still not 
out of the woods. The longer the global re- 
cession continues, the more perilous the 
situation will become for former SOE em- 
ployees. Of those who have found jobs, 
many are only informally employed and 
therefore “hidden” from protective work 
regulations and social-insurance sys- 
tems. At the same time those who have 
found low-level entrepreneurial success 
with small shops or companies now face 
tough market conditions. It is thus im- 
perative that policies like the dibao pro- 
gram, health-insurance 
and medical-assistance 
schemes be streamlined 
and put more widely 
into practice. 

While Mr. Hurst re- 
mains open to the pos- 
sibility that China’s 
current developmental 
authoritarianism is sus- 
tainable, he gravely prognosticates that “as 
the Chinese economy is pried away from 
the plan and thrust into the stormy waters 
of a still inchoate market, the political de- 
mise of the working class could be the final 
maneuver of a desperate and isolated Par- 
ty destined to lose control of its country 
in the years to come.” In the past 20 years, 
the identity of China’s once-proud work- 
ing class has been shattered and its former 
members left at the mercy of the country’s 
nascent market and leaky social umbrel- 
la. And with new plans for an investment 
firm under the State-owned Assets Super- 
vision and Administration Commission 
to continue restructuring and consoli- 
dating SOEs, China’s viability as a nation 
may come to rest on its ability to patch to- 
gether a more comprehensive social-safety 
net and find more efficient ways to employ 
those on the losing side of its market re- 
forms, for whom life will likely get harder 
in the coming years. 
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Reviewed by DENIS MCMAHON 


LOGS HAVE BECOME an indispens- 

able tool for the China watcher. 

Far from self-indulgent scrib- 
blings, the litany of must-read China blogs 
are time intensive or highly specialist of- 
ferings that fulfill a public service. They 
monitor the pulse of China’s netizens (a 
functional substitute for the 
silent majority in this non- 
democratic society), pro- 
vide insight into the politics 
behind changes in govern- 
ment personnel, offer tips 
about what’s really going 
on inside the economy and 
even break stories ahead of 
the mainstream Western 
media. But while the canon 
of China blogs is dominated 
by the urgency of China here 
and now, a more scholarly 
blog—the China Beat—earns 
itself a berth not for focus- 
ing on where China is going, but on how 
it got here. 

Edited by a core team of academics and 
journalists, but casting the net widely for 
contributions, the blog’s self-proclaimed 
guiding principle is to examine the media’s 
coverage of China—although the eclectic 
assortment of posts suggests that any in- 
teresting article looking for a home is wel- 
come. While the site is littered with book 
reviews and interviews with authors, what 
makes the China Beat such a compulsive 
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read are the essays. Invariably topical, 
they’re typically oriented toward explain- 
ing how events in China and China’s re- 
action to events fit into a historical and 
cultural context. For a Western audience 
that often equates modernization with 
Westernization, the blog shows that con- 
temporary China is the product of its own 
experiences, and far from been scrubbed 
clean by one-party rule its own cultural 
heritage is a very real part of everyday 
Chinese life. 

China in 2008: A Year of Great Signifi- 
cance is a best-of-the-blogs compilation, 
drawing work from more than 50 of the 
writers that contributed during the Web 
site’s first year in operation. 
The contents page reads as 
an A-team of China writers, 
many of whom are respect- 
ed authors in their own 
right, most of whom have 
been writing about China 
for years. Despite such cre- 
dentials, the prospect of a 
blog-book is still a little 
underwhelming, not least 
because blog posts tend to 
date quickly. What’s more, 
with the only common fea- 
tures among articles be- 
ing a country and a year, at 
first glance such a book promises to be a 
rambling collection of fascinating essays 
that have no real business being bound to- 
gether. 

In the book’s foreword, China histori- 
an Jonathan Spence argues that this might 
well be history at its rawest, not packaged 
into a neat narrative but instead processed 
on the fly without the benefit of hindsight 
to identify which events were actually sig- 
nificant and which are destined to slide 
from memory. Having just lived through 
it, the year itself certainly feels significant. 
The snow storms, the earthquake, the 
Olympics, the milk scandal, the torch re- 
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lay, the Tibetan riots—2008 had a decade’s 
worth of history crammed into a short 366 
days. But the book’s editors are sufficiently 
aware that while 2008 was busy, it’s still 
too early to say what effect anything that 
happened will have on the longer course of 
China’s history. In that sense, the subtitle, 
A Year Of Great Significance, is as much a 
question as a statement. 

Despite the reservations, this is a pretty 
compelling first draft of history. Grouped by 
event or theme, the essays cover most of the 
major news stories of 2008, but with insight 
and perspective that never made the broad- 
sheets. Moreover, the media theme runs 
throughout the book more strongly than in 
the blog. Together with a secondary theme 
of linguistics and the use of language, the 
book hangs together across chapters bet- 
ter than might be expected given its broad- 
based source material. 

Some chapters work better than others. 
The chapter on Tibet balances eye-witness 
accounts of a riot, with a brief history of 
Tibetan protests and a reflection on Ti- 
bet’s place in modern China. While dif- 
ferent in style, content and purpose, the 
three essays somehow feel interrelated, 
leaving the reader with a rounded sense of 
the state of affairs in China’s far west. The 
Sichuan earthquake chapter by contrast is 
a scattershot of ideas about public service, 
rumor mills and mourning etiquette that, 
while interesting in their own right, leave 
the reader as the proverbial blind man 
who only grasps only the trunk or legs of 
an elephant and so has no real sense of the 
whole. Maybe that is the price of providing 
something fresh on an event about which 
so many column inches have already been 
dedicated. 

Also, things start to fall apart toward 
the end of the book. Essays with little re- 
lation to each other get lumped under con- 
venient chapter headings (most notably a 
brilliant satirical piece on the government’s 
manipulation of language inexplicably fol- 


lows an article on trust among online com- 
munities), and topics with only passing 
relevance to 2008 make an appearance in 
the dying stages (resurgent Confucianism 
anyone?). Perhaps it is the tragedy of try- 
ing to find a convenient umbrella for too 
much good material. But as with the blog 
itself, it’s the rare combination of doctoral 
research, extensive on-the-ground expe- 
rience, and an ability to relate it back to 
the here and now that makes the book an 
overall success, even when the individual 
chapters fail structurally. 

Whether the book will appeal to a 
broader audience is another matter. While 
easy to read, it does assume a lot of prior 
knowledge. Perhaps it’s a book that China 
insiders will feel should be required read- 
ing for anyone trying to engage with the 
country. It places contemporary Chinaina 
historical context that mainstream media 
seldom has the space to do, and offers a di- 
verse and often very personal snapshot of 
China in one of its most turbulent years. 


CONSTRUCTING SINGAPORE: 
ELITISM, ETHNICITY AND 
THE NATION-BUILDING PROJECT 
by Michael D. Barr and Zlatko Skrbis 
Nordic Institute of Asian Studies, 
304 pages, $35 
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Reviewed by CHEE SOON JUAN 

HE “SINGAPORE STORY”—the ti- 
tle of the first volume of founding 

Prime Minister Lee Kuan Yew’s 
autobiography—is that a mandarinate elite 
built a bastion of political and economic 
success on twin pillars of good gover- 
nance: meritocracy and multiracialism. 
“Chimeras,” say Michael Barr and Zlatko 
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Skrbis, professors at The Flinders Univer- 
sity of South Australia and The University 
of Queensland, Australia, respectively. The 
authors tear apart the Lee mythology with 
commendable academic rigor and gusto, 
arguing that such propaganda serves only 
to “facilitate and legitimize rule by a self- 
appointed elite dominated by middle-class 
Chinese in general, and by the Lee family 
in particular.” 

This issue is examined & 
not just through the lens of fm 
Singapore’s political sys- 
tem. Messrs. Barr and Skrbis 
delve at length into the edu- 
cation system, documenting 
in extraordinary detail how 
from an early age students 
are molded into the People’s 
Action Party’s image of the 
ideal Singaporean. The PAP 
Community Foundation, 
which runs over half of the 
preschools in Singapore, 
puts five- and six-year-olds 
through a demanding kin- 
dergarten regime. Over the next 10 years, 
children are pushed to participate in a be- 
wildering number of programs through 
which the “best” are identified and 
scooped up to join the elite. 

These schemes are designed to support 
and enhance a political infrastructure 
where power is concentrated in a select 
few. If all this seems like social engineer- 
ing at work, that’s because it is. Mr. Lee 
has never been shy about his intentions to 
rear future generations of elites. 

A more in-depth examination of the 
programs and considerable resources used 
to implement Mr. Lee’s eugenics agen- 
da would provide the reader with a bet- 
ter understanding of the extent to which 
the Party went to ensuring that the elite 
reproduced and that the “lumpen mass- 
es” (to use Mr. Lee’s term) did not. In the 
1980s, the pap sought to increase fertil- 
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ity among university-educated women 
through financial incentives and dating 
services, while providing major subsidies 
for the voluntary sterilization of poor and 
uneducated parents. 

How public policy impacts ethnic 
groups in Singapore is also keenly exam- 
ined. Ethnic discrimination is carried out 
at the highest level of government. One 
prominent indicator is Sin- 
gapore’s government-spon- 
sored overseas university 
scholarships to students. 
Citing statistics from 1966- 
2007, the authors note 
that of the 228 President’s 
Scholarships awarded only 
14 (about 6.1%) went to mi- 
nority ethnic students. 
The percentage dropped to 
3.5% in the years between 
1981 and 2007, even though 
minority ethnic groups 
make up more than 20% 
of Singapore’s population. 
The number of scholar- 
ships given by the Singapore Armed Forc- 
es to minorities is even more telling: only 
2.2% of the awards given between 1971 
and 2007 went to non-Chinese recruits. 
Messrs. Barr and Skrbis point out that it 
is not so much a question of whether, but 
rather of how consciously, these selection 
panels base their decisions on the wishes 
of Mr. Lee. 

Both Mr. Lee and his son, Prime Min- 
ister Lee Hsien Loong, have openly stated 
that Singapore is not ready for a non-Chi- 
nese head of government. But in an irony 
that only autocratic systems can sustain, 
Mr. Lee has outlawed public discussions 
of race relations in Singapore. Using The 
Maintenance of Religious Harmony Act, 
the government could interpret any dis- 
cussion of religious issues as stoking racial 
sentiment, and could potentially detain 
without trial persons found doing so, put- 
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ting any honest discussion of the subject 
in a deep freeze. 

The system is so successful in incul- 
cating the pap’s values, Messrs. Barr and 
Skrbis note, that even “cynics and oppo- 
nents have trouble thinking outside the pa- 
rameters of imagination set by the ruling 
elite.” Such intellectual and psychological 
hegemony has exacted a price, however. 
The imposition of a narrow political cul- 
ture has left a society which lacks the pas- 
sion and conviction necessary to weave the 
fabric of nationhood: “It has oppressed the 
imagination without uplifting the spir- 
it, leaving the regime in a position that is 
outwardly secure, but is relying upon emo- 
tional roots that are shallow and brittle,” 
they write. 

Messrs. Barr and Skrbis cite an AC- 
Nielsen survey of 1,000 Singaporeans, 
which found that 21% indicated a “desire 
to leave the country permanently.” The 
authors missed out on a couple more sta- 
tistics: In a survey of 800 younger Sin- 
gaporeans (ages 15 to 29) carried out by 
Singapore Polytechnic and reported in 
January 2007, 37% of the respondents said 
they are not patriotic and more than 50% 
said they would migrate overseas if given 
the chance. Mr. Lee admitted in 2008 that 
the brain drain presented a “pretty seri- 
ous” problem. About 1,000 of Singapore’s 
most talented people are giving up their 
citizenship each year—and the numbers 
are growing. 

Despite these figures, the authors assert 
that the system works: “There is enough 
talent in the dynasty and enough truth in 
the myths of meritocracy, elite governance 
and pragmatism to ensure that the city- 
state is stable and profitable.” This begs 
the question: For whom does the system 
work? Can a national system that results 
in one of every three of its younger citi- 
zens feeling no loyalty to the country be 
considered successful? This dissonance is 
left unaddressed by the authors. 


It is also curious that Messrs. Barr and 
Skrbis choose to measure the success of a 
political system in terms of profitability. 
The authors are evidently impressed by 
the economic growth that Singapore has 
experienced over the past few decades. 
But again that success story needs signif- 
icant qualification. The income disparity 
in Singapore has widened in the last de- 
cade. Between 1998 and 2003, the average 
household monthly income of the poorest 
20% of the population decreased by near- 
ly 15%, while that of the richest quintile 
surged by 11.7%. 

It would be foolish to argue that Singa- 
pore’s overall economic situation has not 
improved over the years. But to attribute 
this growth to the PAP system is equally 
foolhardy. As nobel laureate and economist 
Paul Krugman aptly noted: “When Asian 
economies delivered nothing but good 
news ... it is easy to assume that so-called 
planners knew what they were doing. It is 
easy for government policy makers to look 
competent in a prosperous economy. But 
they may not have a clue!” Mr. Krugman’s 
statement (made in 1998) is noteworthy 
because 10 years hence, with the global 
economy unable to continue producing 
the kind of capital that has been flowing 
into Asia and Singapore, the pap leaders 
are now quite bereft of the star qualities 
they had been attributing to themselves 
during the boom years. 

Constructing Singapore is worthy of the 
attention of analysts and policy makers. 
It is unfortunate, however, that the book 
already appears dated, as the economic 
upheaval has created vastly different cir- 
cumstances. It would be interesting to see 
how, if at all, these changes will impact the 
elite-model in Singapore. A revised edition 
tracking and analyzing such developments 
would command even greater attention. 
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BANISHED!: A NOVEL 
by Han Dong 
University of Hawaii Press, 
250 pages, $57 
oe 


Reviewed by JONATHAN MIRSKY 


ESPITE ITS SUBTITLE, I am not 
convinced Banished! is a novel. 
But if there is a book that reveals 
more plainly the enclosed, self-absorbed, 
Qing Dynasty-standard of life in a Chinese 
village during the Cultural Revolution— 
and thus reveals Mao Zedong’s failure as 
a liberator—I haven’t seen it. 

The title refers to what happened in 
1969 to the Taos, a relatively well-off Nan- 
jing family, who for the usual punitive rea- 
sons are “sent down” to a village to “take 
root” and “learn from the peasants.” 

There are five Taos. The father, a Party 
member and writer was admired for his 
short stories and essays about the early 
days of Mao’s rule. The mother, an ener- 
getic woman, is always on the lookout for 
ways to make their lives easier, for exam- 
ple by becoming an informal doctor. There 
is an obsessively tidy and over generous 
grandfather and his chatterbox wife. The 
son, young Tao, who grows up in the vil- 
lage, almost forgets his Nanjing back- 
ground, but never quite fits in anywhere 
else. The book’s cast of characters also in- 
cludes well-sketched neighbors and nicely 
described dogs that usually end up in the 
bellies of the villagers. 

The Tao family members come to life 
because of their behavior, but never be- 
cause of what they say to or about each 
other, the minimum requirements for a 
novel. Yet the ironies, the agonies, and the 
occasional satisfactions, if not pleasures, 
of their village life are convincing. 

The physical world of Sanyu village is 
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unusual; each house is surrounded by lit- 
tle streams, and plenty of ducks and fish. 
The villagers are profoundly poor; they 
stare amazed as the Taos unload their fur- 
niture in front of the mud-brick shack in 
which they may have to live forever. Mir- 
rors puzzle the neighbors, who have also 
never seen a radio, a sewing machine or a 
building with more than one floor. 

Always hanging over the Taos is the 
possibility of political persecution. Every 
now and again people disappear. Father 
Tao is suddenly ejected from the Par- 
ty and his wife is detained at the nearby 
town where she is interrogated about her 
involvement in a plot so mysterious that 
even her interrogators and guards seem 
unsure of what it is. 

Meanwhile, the peasants, who are very 
gossipy about everything, especially sex, 
care little for such matters. Cadging bits 
of money from Grandfather Tao and mak- 
ing good marriages occupy the villagers’ 
minds and feelings. So does collecting hu- 
man excreta and droppings from every an- 
imal in the village for manure. (There is 
a lot of detail about this activity and the 
various skills required in pursuing it.) 

Han Dong, a well-known poet, tells his 
story with delicate irony and at points skill- 
fully shows how official approval and disap- 
proval affect a writer’s life. All of a sudden, 
as was frequently the case in China’s cha- 
otic politics, the Taos are summoned back 
to Nanjing, and Father Tao publishes a col- 
lection of short stories that bring him great 
fame and terrific political approval. They 
now lead a privileged life. Father Tao dies 
of the cancer that was never diagnosed in 
Sanyu and is given an enormous funeral 
where high officials, whom he despised and 
who are delicately shown to be despicable, 
praise him to the skies without ever men- 
tioning his years of banishment. 

At the funeral home, young Tao gazes 
down at his father’s shrunken body and 
black teeth and bows perfunctorily. He 
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hopes that his father’s grave will be whol- 
ly overgrown some day and the words on 
the gravestone will disappear. But every 
year he returns to the site and sits smok- 
ing on the grave. A friend puts a lighted 
cigarette on the stone, “where the faint red 
tip of the cigarette suddenly grew and re- 
treated up the cigarette 
leaving behind a head 
of white ash, just as if 
someone were smoking 
it. “Your dad still likes 
his smokes,’ said the 
friend. And only when 
Tao had finished his 
cigarette did they get 
up and walk down the 
hill.” Like many moments in Banished! this 
is deftly put. 

Nicky Harman’s translation is fluent 
and preserves a sense of Mr. Han’s irony. 
Yet why she uses the word “urbling” to 
distinguish city-dwellers from peasants is 
mystifying. The word “townies” was right 
there for her to use. 

Mr. Han supplies some footnotes, in- 
cluding the astounding claim that there 
are no reference materials for the Cultural 
Revolution. But never mind; he is an author 
and poet. 


LIGHT AND SHADE: 
SKETCHES FROM AN UNCOMMON LIFE 
by Solomon Matthew Bard 


Reviewed by NICK FRISCH 


Hong Kong University Press, 
240 pages, $37.50 
ere By 
HERE ARE THOSE books with deep, 
universal ideas that speak to peo- 
ple around the globe and through 
the ages: The Brothers Karamazov, Hamlet, 
the Tao Te Ching. And then, there are those 
books which appeal to certain constituen- 
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cies due to topicality of content: The Joy 
Luck Club, Mein Kampf, The Joy of Cook- 
ing. Technically speaking, Light and Shade 
falls in the latter category: it contemplates 
little in the way of Love, Fate, History, 
Destiny or Justice, but is rather a string 
of straightforward recollections detailing 
events and experiences. 
But to gauge breadth of 
appeal in terms of de- 
mographics featured 
in this book, well, let’s 
count Russian émigrés, 
Jewish refugees, fenc- 
ers, soldiers, Western 
and Chinese musicians, 
archaeologists, English- 
men, adventurers, linguists, doctors and— 
oh yes—Hongkongers. 

Solomon Bard—Solly to friends—drew 
overflow crowds to engagements in Hong 
Kong during a visit this past March. On 
the itinerary: the Jewish Community Cen- 
ter, the Hong Kong Chinese Orchestra 
and points between, all touchstones of his 
identity and long career in the Pearl of the 
Orient. Born to a Jewish merchant family 
in Siberia, educated (in Russian) in Har- 
bin and (in English) in Shanghai, a gradu- 
ate of the Hong Kong University medical 
program, an army medic interned at Sham 
Shui Po by the Japanese, a respected doc- 
tor, musician, amateur archaeologist and 
adventurer, Mr. Bard’s curiosity should be 
an antidote for those who see professional 
life as the enemy of freedom, experimen- 
tation and mobility. And his book~—not 
strictly a memoir, but selected essays, lit- 
eral chapters of his life—is the next best 
thing to living it. 

Though he traveled globally, Mr. Bard’s 
professional life—lives, really—largely 
transpired in Hong Kong. His searching 
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curiosity will take Hongkongers back to 
corners of time and space too easily for- 
gotten. It is hard to imagine the idyllically 
modernized metropolis wracked by bouts 
of smallpox, cholera and plague. Nor does 
living memory much recall the typhoons 
that brought devastation and death with 
each and every storm, the remote impover- 
ished villages inaccessible by road, and the 
weeks needed to travel to the gin-soaked 
imperial backwater. 

During Mr. Bard’s life, Russia and Chi- 
na were no less cataclysmic. He was an 
infant when the 1917 
Bolshevik Revolution 
dislodged his bour- 
geois family from Si- 
beria and then Harbin, 
a Russian-influenced 
city soon menaced by 
the Japanese. A Brit- 
ish school in Shang- 
hai provided some 
refuge, and effected Mr. Bard’s Anglici- 
zation right down to the English mous- 
tache sported in his military photos. His 
Volunteer Corps medic’s-eye-view of the 
Battle of Hong Kong—with maps, no less— 
is compulsively readable, and life in the 
Japanese internment camp is rendered in 
sober, methodical detail. 

Mr. Bard’s detached viewpoint and 
prose are best described as clinical. (He 
gives equal weight and attention to a giv- 
en day’s lunch and the majesty of Mac- 
chu Picchu.) Even seemingly dramatic, 
pivotal, telling or otherwise memorable 
moments are tersely narrated: “In spite of 
restrictions, punishments, a high sickness 
rate and frequent deaths, by the middle of 
1943 the camp seemed to have settled into 
a smooth routine. Men went about their 
tasks.” 

His reticence on private matters is an 
understandable matter of personal choice, 
but again, it is the same evenhanded, mat- 
ter-of-fact treatment that occasionally 
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makes reading the text slightly unnerving: 
“It seemed to me our children were grow- 
ing up as normal healthy average children 
with no outstanding talents or outstand- 
ing drawbacks. Could one ask for more? 
I think not.” 

Mr. Bard’s apparent lack of engagement 
with the significance of the epochal events 
he witnessed relates to another curious 
lacuna: He is scrupulous in almost never 
bringing his own charismatic personal- 
ity to bear on any given situation. In his 
“retirement” conducting the Hong Kong 
Chinese Orchestra, Mr. 
Bard describes logis- 
tics and performance 
schedules; he also dis- 
cusses his efforts to 
restore the Ming-era 
Tung Lung Fort. But 
how important were 
these projects com- 
pared to wife and fam- 
ily, or surviving the war? And how did they 
shape his personality and inner thoughts? 
By space and detail allotted, one might not 
be able to guess. 

Light and Shade remains very much a 
book worth having, all the more so because, 
like Mr. Bard, it can serve in any number 
of interesting roles. As a ground-level his- 
torical document, it is richly fascinating. 
For advice on a well-lived, if not quite fully 
examined life, it has as good advice as one 
can find anywhere. As a travel guide, it is 
both inspirational and expository on sites 
from Easter Island to Macchu Piccu. Any- 
one who occupies a niche somewhere in 
the Russian-Jewish-English-Chinese-Aus- 
tralian-Hongkonger-expatriate-musician- 
doctor-soldier-archeologist-parent-fenc- 
er-traveler demographic can find here 
at least a little food for thought. And for 
Hongkongers, this book is nothing short 
of a revelation to discover the city through 
the eyes of a wandering outsider who, for 
many decades, called it home. E 
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REMEMBERING KASHGAR 
by Marta Casadei 


EAR THE BORDER that China 
shares with eight Central Asian 
countries, there once was the 
amazing Kashgar Sunday Bazaar. The first 
thing one always noticed were the camels: 
They wobbled forward on funny, skinny 
legs and had that amusing, proud expres- 
sion on their faces, held high upon thick, 
curved necks. But any wide-eyed contem- 
plation would inevitably be brought to an 
immediate halt when, from behind, some- 
one would shout posh! posh!, asking the 
onlooker to scatter and let a donkey cart 
or a flock of sheep pass through. 
Reminded of good street behavior in a 
Sunday bazaar, one would look cautiously 
before crossing the poplar-lined streets 
to take pictures: a man with a tall black 
hat, fur-rimmed in spite of the heat, smok- 
ing quietly behind the trees; a lady not far 
way, dressed in riotous atlas silk—long 
stripes of color mixing with each other 
as if they had been exposed to the sun for 
too long; others half sleeping in swaying 
hammocks hanging from two poplars, Ac- 
tually, as someone once told me, these are 
suwadan trees, unique to the Xinjiang re- 
gion. Toward the river, young and skinny 
boys jumped naked onto a horse with su- 
preme agility, showing off a stallion’s qual- 
ities to potential buyers. The air was filled 
with people and animals, trees and carts, 
as well as the occasional motored vehicle. 
But what seemed supremely photogenic 
often turned out to be a challenge with 
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someone’s elbow, knee or foot jutting into 
the frame. 

In the market and in the old town, 
bloody, skinned sheep hung upside down, 
while mustachioed men with little white 
caps prepared soups and stews and roast- 
ed skewers of lamb. Rounds of nan bread 
in different sizes were artfully stacked 
one upon the other, rendered fragrant by 
specks of green onion and cumin. Pome- 
granate-juice sellers squashed and pulled 
on elaborate machines that produced a 
blood-red juice, tart and sweet, served in 
tiny glasses. 

So many different types of people wan- 
dered up and down: tall hats, white as 
mountain peaks, or small Uighur doppas 
with beautiful embroidery, covered the 
bold heads of Kazakh, Kyrgyz and Uighur 
men, often dressed in long coats and boots, a 
white beard surrounding their chin. Wom- 
en covered in brown wool blankets walked 
around as if in a daze, leaving one to won- 
der how on earth they could see where they 
were going. Most ladies wore scarves over 
their hair, or wrapped head and face tightly 
with a bright silk cloth, each deciding how 
far to push Islamic modesty through in- 
dividual fashion. Both sexes would freely 
mix while drinking tea and munching on 
nans, their eyes glued to a television screen 
broadcasting a very loud Indian movie un- 
der plastic sheets that formed improvised 
chai hanas. 

By the end of the day everybody had a 
headache, a lot of dust on their shoes, du- 
bious food in their stomachs, new posses- 
sions and mesmerized grins on their faces. 
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Back in town, traders from the four cor- 
ners of Central Asia would sit at an open- 
air food market discussing daily bargains, 
planning future business and relaxing in 
multilingual company. 

How small lanes of mud houses could 
be so elegant and fresh is an unsolved mys- 
tery. But walking on the gray cobble stones 
(hexagonal for through-lanes, rectangu- 
lar for dead ends) in the narrow alleys and 
looking at the carved wooden doors and 
the people moving up and down disappear- 
ing behind a curtain or a sudden bend in 
the street, one knew that this was the per- 
fect architecture for a windy, sunny, dusty 
place, too hot in summer and too cold in 
winter. Of course, inside, the houses were 
not made of mud. Women sat and chatted 
without having to wear veils in the large 
courtyards of these homes, which were 
often freshened by fruit trees. Spacious 
rooms on the sides had elaborate stucco 
decoration, wall niches to keep posses- 
sions in neat order and colorful carpets. 

Much of this vibrant community will 
soon fade into memory. Xinjiang—some- 
times dubbed “China’s other Tibet”—tra- 
ditionally inhabited by Uighurs (a Central 
Asian people who look Caucasian, speak a 
Turkic language and mostly follow a Sufi 
form of Islam) and by a smaller number 
of Kazaks, Kyrgyzs, Tajiks, Chinese, Rus- 
sians and others, was until recently the one 
region in China where Beijing’s reach was 
weakest. In the mid-1990s, while the for- 
mer Soviet Union collapsed and five inde- 
pendent Central Asian republics emerged, 
with the launch of the “Development and 
Exploitation of the West Campaign,” cen- 
tral planners and local authorities decided 
it was time to bring the oil-rich area more 
securely into the fold. Political controls 
increased, local autonomy diminished, 
mother-tongue teaching was phased out, 
religious control over imams and the faith- 
ful became increasingly stringent, and 
even apolitical people started to tell stories 
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of harassment and discrimination. 

This heavy-handed encroachment also 
began to alter the look of once-beauti- 
ful Kashgar, the cradle of Uighur cul- 
ture, driving a deep wedge between city 
planners and Uighur inhabitants. First, 
one line of suwadan trees from the main 
road was cut down, and horses and don- 
keys barred from the city, to make it eas- 
ier for cars to take over. The dust started 
to make its presence felt continuously, an- 
noying pedestrians and shop owners. Not 
long afterwards, city planners called for 
wider roads and more buildings. Rows of 
trees surrounding the city were chopped 
off, too, because space was needed for 
apartment buildings to house they city’s 
rapidly growing population. Kashgar has 
experienced a massive influx of Han Chi- 
nese from the central plains, who were 
encouraged by generous business and ag- 
ricultural subsidies from the authorities. 
In very little time, the ethnic makeup of 
the area is being subverted. 

The old market behind the immense Id 
Kha Mosque has disappeared, replaced 
by spurious shops and a large “Jewellery 
Street”—in fact just a building, round and 
devoid of interest or tenants, for that mat- 
ter. A huge “Wenzhou Mall,” just built, has 
eaten up a different side of the old town, 
and is also looking for occupants. Now, one 
year after the Sichuan Earthquake, the lo- 
cal authorities have decided to tear down 
most of the ancient city, using the national 
guidelines for demolishing “old and dan- 
gerous buildings” as an excuse to rid old 
Kashgar of its distinct flavor. 

Out of the surviving eight square kilo- 
meters of the old city, five are earmarked 
for demolition, which has already started. 
Large drawings in front of recent ruins 
show anonymous modern condominiums 
in glass and concrete meant to replace an 
ancient and unique architecture. 

Recklessly, piece by piece, blind city 
planners who do not see Kashgar’s value 
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and beauty, in spite of revenues from tour- 
ism and even from the film industry (the 
2007 movie The Kite Runner, a Hollywood 
production directed by Marc Forster, was 
shot here), are destroying it wholesale. 
Large writings in red paint on the mud 
walls warn every “ethnic group” to strive 
against separatism and to foster “national 
unity.” And yet, while Han planners de- 
stroy one more facet of Uighur culture, the 
two communities 
drift further and 
further apart. Ui- 
ghur language, 
which is being 
phased out in 
schools and uni- 
versities, and even 
kindergartens, is 
now openly con- 
sidered “back- 
ward.” And while 
immigrants have 
access to many 
opportunities, Ui- 
ghurs with higher degrees remain unem- 
ployed, sometimes forced to earn a living 
roasting kebabs in street stalls. 

“What can we do?” murmurs every Ui- 
ghur to whom one speaks. In today’s Xin- 
jiang, tensions are so near the surface that 
even trying to protect the old city is im- 
mediately deemed dangerous and “too po- 
litical.” Meanwhile, the rest of the world, 
which screamed and shouted when the 
Taliban in Afghanistan tore down two 
big Buddhas, has remained silent, oblivi- 
ous to the fact that a whole people and its 





ancient architecture and culture are be- 
ing wiped out. 

Gone too, is a unique Uighur way of life: 
carving wood, shaping iron, making hats 
and musical instruments, knotting car- 
pets and cutting atlas silk in small roadside 
shops. (I guess some of this activity will still 
go on somewhere, but not in the same way— 
one artisan near the other in the same spot 
they have stood for generations.) Gone are 
tight-knit commu- 
nities of neighbors 
and relatives, who 
have lived side by 
side for centuries. 
Gone are the lit- 
tle mosques. Ac- 
cording to some 
reports, what will 
remain will be 
handed over to 
some “administra- 
tors” for tourism 
purposes, trading 
in the authentic 
for the artificial in one fell swoop. 

Meanwhile, the Sunday bazaar has also 
lost much of its magic: To better control it, 
it has been dismembered like one of those 
skinned, upside-down sheep. The live- 
stock market is now five kilometers out of 
the city, and the bazaar has turned into a 
small market. Right in front of it, big posters 
herald the coming of a new development—a 
huge “resort” with shopping malls and of- 
fice towers—with nothing to distinguish it 
from any other Chinese city, blighted by 
concrete and property speculation. 1 | 
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Smiles Won’t Stop Bullets 


IF YOU’RE LIVING in Bangkok, perhaps the 
thought has occurred to you that it would 
be nice if your beemer could withstand 
an AK-47 attack. Well, funnily enough, it 
recently occurred to a lot of other people 
too—sales of armored cars have soared 
350% over the last four years, according 
to Deutsche Press. Prime Minister Abhisit 
Vejjajiva recently traded up to a Mercedes 
S600 Guard, while BMw showed an exqui- 
site sense of timing by launching a “Secu- 
rity Plus” version of the X5 in April. 


Fake Karma 


HERE’S A CASE where counterfeiting really 
didn’t pay. Israeli oranges are much prized 
in East Asia for their sweetness, so it’s no 
surprise that someone in China decided 
to slap some fake Israeli stickers on local- 
ly grown oranges. Where they went badly 
wrong, however, was shipping the oranges 
to Iran. Given that Israeli goods are out- 
lawed and relations between the countries 
are, shall we say, strained, it’s no surprise 
that the fruit was not a hit with consum- 
ers. As the BBC reports, the distribution 
center selling the oranges was sealed by 
authorities. 


The Ding Hai Effect 


MAYBE YOU’RE THINKING that this is the 
bottom of the market and it’s time to start 
buying stocks again? If so, it might be- 
hoove you to steer clear of the Hong Kong 
exchange. You see, local actor Adam Cheng 
is starring in anew TV series. Every time 
he has done so in the past, the Hang Seng 
Index has taken a tumble, to the point 
that it is known as the “Ding Hai Effect,” 
named after a character he played in 1993. 
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That time the HSI was down 2,600 points, 
and in 1994, 1996 and twice in 1997 he was 
“responsible” for drops of 2,000, 300, 735 
and more than 5,000 points, respectively. 
Mr. Cheng has been sued by angry inves- 
tors and even reportedly pelted with eggs. 
But he’s not giving up. On March 30 his 
latest series, “The King of Snooker,” pre- 
miered on TVB. And of course the market 
was down 4.7% on the day. 


Baby Rocks and Rolls 


THE SHANGHAI AUTO show this week put 
the spotlight on the Geely GE, known in 
China as the “baby Rolls.” Before you dis- 
miss it as yet another knock-off, consider 
that this Roller has bright red shag carpets, 
and only one, yes one, seat in the back. Be- 
cause when the Chinese CEO is in a hurry, 
he wants sit on a throne and run his toes 
through the carpet. Much like TT’s bath- 


room... 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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OR THIS MONTH’S lead essay the REVIEW’s Colum Murphy 
talked with a broad range of Thai political activists and an- 

alysts in order to understand how the April riots are being 
understood within the country. He found something surprising—after 
years of being sworn enemies, the pro-Thaksin Shinawatra Red Shirts 
and the pro-monarchy Yellow Shirts are beginning to look more and 
more alike. 

Both are looking to evolve from mere protest movements into sus- 
tainable political institutions. Their methods and goals are not that far 
apart: They are setting up their own media to reach grass-roots voters, 
and share a message of empowering the lower ranks of society. 

In a best-case scenario, these new populist forces could break apart 
the cozy relationships between traditional power brokers and rebalance 
the priorities of the state so that the poorest are not left behind. In a 
worst-case scenario, they could embark on campaigns of social leveling, 
redistributing wealth and passing protectionist measures. The damage 
to the economy could be immense. 

The irony is that the Yellow Shirts were initially mobilized to stop 
the Thaksin populist agenda. While the former prime minister is still 
stymied in his efforts to return to Thailand and compete again in the 
political arena, the forces he unleashed cannot be put back in the bottle. 
The country’s political elites—tycoons, the military, the monarchy and 
the bureaucracy—will have to find new ways to coexist with the activ- 
ists and temper their more radical tendencies, or else Thailand will 
continue to be rocked by instability. 

Longstanding political conflicts are rocking other societies in the re- 
gion. We continue our coverage of Sri Lanka’s eradication of the Tamil 
Tiger rebels movement with a second essay by journalist Angilee Shah, 
as well as a contribution from Simon Montlake. Colombo’s hard-line poli- 
cies have created a humanitarian catastrophe beyond the lenses of the 
world’s media. A feel-good story of the defeat of a brutal terrorist group 
threatens to bring more decades of ethnic division and violence. 

Likewise in Nepal and Burma, the quest for reconciliation and pow- 
er-sharing has been set back. Nicholas Owen writes on how the power 
plays of the Maoists threaten to topple an unwieldy 22-party coalition 
government. Meanwhile, Ian Holliday describes how the Burmese jun- 
ta’s attempt to imprison Aung San Suu Kyi seems to be backfiring. The 
common theme in all three countries is that they need the help of other 
countries to solve conflicts that defy purely domestic solutions. 
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Give India a Break! 


IT IS GALLING to read Razeen Sally’s con- 
tention (“Don’t Believe the India Hype,” 
May 2009) that India’s economy has no 
substance and that its future is hazy. While 
the author is correct about the pace of In- 
dian reforms being rapid initially but slow 
of late, it is unclear that pace of reforms 
alone is the cause of India’s problems. 
India in the early 1990s was desperate to 
get out of a severe foreign-exchange crisis. 
Of late, this desperation has eased to some 
extent. India has always remained cir- 
cumspect about unfettered liberalization 
mainly to insulate itself from instabilities 
in the global economy and consequently, 
avoid economic upheaval in its lower so- 
cial strata. Rapid fluctuations in the for- 
tunes of developed countries these days 
appear to confirm the wisdom of this 
line of thinking. The democratic process 
in India has also been slow and tortuous 
in contrast to that of its neighbors. How- 
ever, all alternatives to this process are 
harmful to India’s downtrodden masses. 
Lastly, many of its current problems 
are being magnified by the global reces- 
sion. But one expects India to recover very 
substantially in the near future. 
V. Shastry 
Pleasanton, CA 
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comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 





What Deng Has Done 
Responses to “Zhao Ziyang’s Testament,” 
posted May 14, 2009 


FORGET HOW BRUTAL Deng Xiaoping’s 
decision to crush students on June 4, 
1989 was. Imagine if those naive students 
had been successful. Zhao Ziyang would 
have become a Chinese Gorbachev. China 
would have been cut off or even descended 
into civil war. China would be dominated 
by a foreign government, like it was dur- 
ing parts of the 20th century. With China 
becoming richer and stronger, I have in- 
creasing respect for Deng, and his daring 
and resolute action in 1989. He saved mil- 
lions Chinese people and China’s integrity. 
History will confirm that. 
John Wu 
vid FEER.com 


THE SAD THING is that history will be re- 
peated if there is no true political reform 
and openness in China. Economic suc- 
cess or stability should not be a reason 
to hamper progress toward justice and 
democracy. While the current political 
leaders are trying their very best to tune 
down the 20th anniversary of the June 4 
crackdown, ironically it demonstrates how 
hypocritical they are, which in turn jus- 
tifies the rightful intension and objective 
to continue the fight to find out the truth 
of the crackdown. I look forward to read- 
ing Zhao’s memoir and hope that more 
Chinese people would have the chance to 
reflect and think through the whole inci- 
dent. Instead of following the Party line, 
it would be more important to follow your 
conscience and judgment. 

Gloria Chang 

vid FEER.com 
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Populism Erodes 
Thailand’s Old Order 


by Colum Murphy 
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ONGKRAN, OR THAI New 
Year, is usually a period of 
joy as revelers take to the 
| scorching April streets to 
throw water and flour on 
one another. This year’s celebrations, how- 
ever, were marred by violence when the an- 
tigovernment Red Shirts—mainly 
supporters of fugitive former Prime Minis- 
ter Thaksin Shinawatra—clashed with the 
police and army, resulting in two deaths 
and the face-losing evacuation of visiting 
foreign leaders attending a regional summit 
in Pattaya. 

The causes of the Songkran riots re- 
main in dispute, but as the culmination of 
several years of escalating political strug- 
gle they are catalyzing fundamental 
changes to the country’s politics. The Red 
Shirt movement may have been weakened 
by the riots, but it is regrouping and res- 
trategizing. Meanwhile, the Yellow Shirts, 
who led the charge to remove Mr. Thaksin 
from power, have decided to form their 
own political party. 

The two sides are de-emphasizing for- 
mer rallying points. The Reds are trying to 
play down the role of Mr. Thaksin, whose 
support of the protesters from exile result- 
ed ina huge loss of credibility. (Mr. Thaksin 
denies he is to blame for the riots.) The Yel- 





lows are stressing less the pro-monarchy 
aspects of the group. Instead, both are tak- 
ing up the banner of egalitarianism—polit- 
ical, economic and social. 

The Songkran riots and their aftermath 
are yet another wake-up call for Thailand’s 
power brokers. If this populism takes 
root—and underlying changes in Thai so- 
ciety suggest the time is ripe for it to do 
so—the biggest losers will be the country’s 
elite, namely the monarchy under King 
Bhumibol Adulyadej, the Privy Council, 
the military and the bureaucracy, notably 
the Ministry of the Interior, all of whose 
hold on power is threatened. Another po- 
tential casualty is Thailand’s already bat- 
tered economy as more voices appeal to 
the masses with calls for income redistri- 
bution and protectionism. 


Changing Colors 


THE RED SHIRTS, the more common name 
for the United Front for Democracy 
Against Dictatorship, are in a state of flux. 
After Songkran, many of the movement’s 
leaders either went into hiding or surren- 
dered to the authorities, allowing a new 
crop of organizers to come to the fore. 





Somyos Prueksakasemsuk is 
one such “second generation” 
leader. Sitting in a McDonald’s 

next to Bangkok’s Democracy 
Monument, he tells me 

that the movement is no 
longer exclusively about 

Mr. Thaksin, who was 

convicted in absentia of 

corruption and sen- 
tenced to two years in 
prison. (When I inter- 
viewed Mr. Thaksin in 
Dubai in March, he de- 
nied the charges saying 
they were “clearly politi- 
cally motivated.”) True, 
most Red Shirts still sup- 
port the former prime min- 
ister, Mr. Somyos says, but 

Mr. Thaksin is now seen 
more as a symbol for a 
broader cause—political and 
economic justice. The Red 
Shirts are “gaining momen- 

tum” elsewhere with the 

increased participation of 

people from the middle 
class and business community, says Mr. 
Somyos. He hopes to accelerate that trend 
by leveraging the power of the media; the 
Red Shirts have begun to set up their own 
television stations and newspapers to mo- 
bilize and inform people. (The Yellow 
Shirts’ own TV station and popular news 
Web site already are huge assets for ap- 
pealing to the public.) 

It’s an approach that could work, says 
Chaturon Chaisang, a former caretaker 
leader of Mr. Thaksin’s now-defunct po- 
litical party, Thai Rak Thai. In the past de- 
cade Thais have tasted “edible democracy,” 
he says. They have seen how voting allows 
them to exert some influence on public 
policies that affect their lives. Attempts at 
“de-democratization,” or rolling back ad- 
vances toward democracy, will fail. The 


FAR EASTERN ECONOMIC REVIEW =~ June 2009 J 


Red Shirts will not stop and most likely 
will get more support, he says. “If they can 
learn from experience and if they can learn 
what Thai people really want ... they can 
gradually recover,” he says. 

The People’s Alliance for Democracy— 
PAD or the Yellow Shirts—is also undergo- 
ing changes. The developments are spurred 
less by the Songkran riots than by an effort 
to stay relevant after the successful events 
of late 2008 when Yellow Shirts laid siege 
to Government House and Bangkok’s two 
airports. These sieges damaged the coun- 
try’s economy but contributed to the top- 
pling of the government of then Prime 
Minister Somchai Wongsawat, a Thaksin 
proxy. In 2006, the group’s protests also 
played a key role in the downfall of Mr. 
Thaksin. 

The Yellow Shirts are beginning to 
evolve away from a pro-monarchy and 
anti-Thaksin stance toward the realm of 
social justice. That is not to say they are 
becoming antimonarchy. In fact, their vi- 
sion of a simple life for Thais resonates 
strongly with the king’s economic philoso- 
phy dubbed the “sufficiency economy.” Ac- 
cording to this Buddhism-inspired 
approach, Thais should be self-reliant, 
consume in moderation and look more to 
the domestic market for growth opportu- 
nities rather than rely on foreigners for ex- 
ports and investment. 

Somsak Kosaisook, a labor organizer 
and one of the leaders of the PAD, says that 
while the Yellow Shirts comprise different 
groups, there is consensus on one thing— 
the need to address the economic and po- 
litical issues of the poor. “We would like 
income redistribution,” he says. “The par- 
liament of Thailand has no farmers, no 
poor people, no good businessmen.” 

In late May, the alliance announced 
that it was going to form a political party. 
On June 2, it unveiled its name, the New 
Politics Party, and appointed Mr. Somsak 
as leader. What this new political party 


means for the Yellow Shirt movement and 
to what degree it can become a force at the 
polls is unclear. Some analysts consider 
the formation of the party a mistake, say- 
ing that much of the pAD’s power derived 
from its civil-society, “outside the system” 
appeal. 

Mr. Somsak says the formation of a po- 
litical party is not the issue. “What is im- 
portant is giving information to the people,” 
he says. They must be educated about their 
rights and taught not to pursue excesses by 
taking out debt, as was commonly the case 
during the Thaksin era, he says. Mr. Som- 
sak tells me about atrip to rural Khon Kaen 
province where he says Red Shirt support- 
ers were receptive to his economic philos- 
ophy. “I told them: ‘If you want to improve 
your life, you need to embrace the coop- 
erative [economy],’” he says. Mr. Somsak 
says his philosophies have also gained cur- 
rency among business people, including 
last year when the PAD staged demonstra- 
tions calling for the delisting of the former 
state-run oil and gas company PTT, which 
was privatized in 2001. 

Like the Red Shirts, the Yellow Shirts 
need to reflect on their recent activities, 
says Mr. Somsak. He even hints that the 
two rival groups might unite one day. 
“Both Yellow and Red have right and 
wrong,” he says. “Both of them have ideal- 
ism—they want a better life for the peo- 
ple.” It is a sentiment echoed by Mr. 
Somyos of the Red 
Shirts. “In the near 
future, when both 
groups under- 
stand the same 
meaning of de- 
mocracy, they will 
be together,” he says. 


HE QUEST FOR a 
better life is a core 

element of this con- 
flict. “On the surface the conflict 
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is between Thaksin, the Red Shirts [on one 
side] versus the PAD,” says Borwornsak 
Uwanno, secretary-general of King Pra- 
jadhipok’s Institute, a think tank moni- 
tored by Thailand’s National Assembly. 
“But deep down it’s a structural conflict 
between those who have and those who 
have not.” 

“This conflict is inherent in the Thai 
economic structure and has been covered 
until Thaksin became prime minister,” 
says Mr. Borwornsak, who served in Mr. 
Thaksin’s cabinet. “But Thaksin changed 
the situation with his populist policies.” 
This enabled the poor to access resources, 
for example cheap health care, for the first 
time in Thai history. “A vote is no longer a 
vote. It is a demand to access resources,” 
he says. Unless viewed in this light, Thai- 
land’s problems cannot be truly addressed. 
Reconciliation of the political dispute be- 
tween the Red Shirts and the Yellow 
Shirts, he says, will not be enough. “It’s 
about inequalities of economics and jus- 
tice,” he says. 

In the period 1992 to 2007, the percent- 
age share of household income held by 
Thailand’s poorest 20% remained roughly 
the same at around 6%. The share of the 
country’s richest 20% remained roughly 
stable at around 50%. In more than 15 
years of development, the plight of the 
poor did not improve much. From a geo- 
graphical perspective, 
gaps are also clear. In 
terms of monthly 

income, house- 
holds in Bangkok 
and its environs 
had an average 
income of around 
35,000 baht (about 
$1,000) in 2007. In the 
poorest region, the north- 
east, that figure was 
13,000 baht, or roughly 
one-third. One expla- 
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nation for this gap is that the agriculture- 
dependent rural areas benefited less from 
industrialization and globalization than 
urban centers, especially Bangkok. 

The current global financial and eco- 
nomic crisis is hitting Thailand hard. The 
country’s political crisis makes a bad situ- 
ation worse as many foreigners now think 
twice before investing or visiting in Thai- 
land. The kingdom officially slipped into 
recession in the first quarter of 2009. Ex- 
ports in the same period were down by 
more than 20% when compared to the 
same period in 2008. GDP growth was 
down 7.1% in the first quarter of this year 
over a year earlier, a far worse perfor- 
mance than the 4.3% growth in fourth 
quarter of 2008. Unemployment was 1.9% 
in March, or just above 700,000 people. 
While this may seem insignificant from in- 
dustrialized nations’ standards, for a de- 
veloping country such as Thailand this is 
a huge burden. Such grave economic con- 
cerns—both long standing and current— 
could fuel further political tensions. They 
could also enhance the appeal of groups 
such as the Red and Yellow shirts and their 
calls for a more inclusive society. 

Thawilwadee Bureekul, director of re- 
search and development at KPI, offers a 
cultural explanation of the societal divides 
based on the concept of sakdhina. In a re- 
cent paper, she and co-author Robert Al- 
britton of the University of Mississippi 
argue that this centuries-old cultural con- 
cept still continues to influence the evolu- 
tion of democracy in modern-day Thailand. 
The basic premise is inequality. “In the 
Thai culture of patronage, everyone knows 
his or her place and respects seniority,” 
she says. Even a simple greeting such as 
the wai is imbued with significance as to 
status—depending on who wais first, most 
Thais will be able to gauge, if only on a sub- 
conscious level, who is the “inferior” and 
who is the “superior.” 

Such talk normally would stay firmly in 
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the realms of cultural anthropology were 
it not for the fact that the mindset also 
holds sway over the political realm. It ef- 
fectively has kept the poor in their place, 
at least until now. “When the cultural ba- 
sis of a nation is inherent inequality, can 
democracy be possible?” the authors ask. 

Few Thais, rich or poor, would point to 
sakdhina as the main cause of their woes. 
Instead, the phrase frequently heard is 
“double standards.” Many Red Shirt sup- 
porters say that depending on who you are, 
the law is applied differently. For evidence, 
they point to the speed with which the 
perpetrators of the Songkran violence 
were pursued and contrast it with the 
prosecutions of those involved with the 
Yellow Shirt protests of 2008—many of 
whom have yet to be charged. 

As one Bangkok-based Western diplo- 
mat notes, underclass demands are often 
more cultural than political. “They want 
to be treated with more respect and less 
arrogance.” 


Power Games 


NOT EVERYONE AGREES with framing the 
current political situation in socioeconom- 
ic explanations. The neat constructs that 
academics devise and the media consume 
can be too removed from reality to offer 
practical insights. Rather, it’s about pow- 
er—who has it, how to get more and how 
to keep it. A further layer of this argument 
says that no matter who comes to power, 
and no matter what “democratic” creden- 
tials they might claim, all talk of greater 
political and economic integration of the 
masses will quickly vanish and these 
“democrats” will fall into the usual pattern 
of Thai politicians pursuing their own self- 
interest. 

So who then are the power brokers in 
Thailand? Real power does not lie with 
elected politicians but with the “elite.” 
This term is widely used but rarely de- 


10 FAR EASTERN ECONOMIC REVIEW o® June 2009 


fined. University of Leeds professor Dun- 
can McCargo uses the term “network 
monarchy” to describe the elite. Specifi- 
cally, the group includes royalists, a large 
group descended from all the children of 
Kings Mongkut and Chulalongkorn (Rama 
IV and Rama V), as well as the military, 
wealthy landowners, and the bureaucracy, 
especially the Ministry of the Interior. An- 
other approach is to consider the elite as 
conservative forces, or the “old guard.” 
Again, this refers to the army, the bureau- 
cracy and, of course, the monarchy. Under 
Thailand’s strict lése 
majesté laws, critics can 
be jailed for “insulting” 
the king. 


| Ordinary Thais will be 
less tolerant of privi- 
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wrong to say that the fate of Thailand is 
decided in Parliament alone. The bloodless 
coup d’état of 2006 is a more recent ex- 
ample of how the elites have defended 
their position. In that case, they were un- 
der “attack” from Mr. Thaksin, who was 
idolized by the masses, especially in the 
north and northeast provinces, and who 
had amassed a huge personal fortune. On 
the morning of Sept. 19, 2006—the same 
day as the coup—the king’s closest adviser 
and president of the Privy Council of Thai- 
land, Gen. Prem Tinsulanonda, told me: 
“In this country we 
consider that we belong 
to the king. The armed 
forces [belong to the 


It is this elite, not . king]. That’s what we 
politicians, who con- lege- based behavior take oath [on] and have 
trols power in the king- and will demand to be to profess that we have 
dom. While some may . to belong to the king,” 
want to hang on to pow- treated with resp ect. | he said, echoing state- 
er for power’s sake, oth- : ments made previously 


ers sincerely believe that they know what 
is best for the country and are better pre- 
pared to protect the country’s culture and 
way of life from the uneducated, who are 
out to make a quick baht. 

Where is the crux of this power? A re- 
cent article in the Economist magazine 
cites a single individual—King Bhumibol 
Adulyadej. The article expresses the opin- 
ion that the king has intervened in politics 
in ways that have damaged the country’s 
interests—a view that is disputed by many 
Thais, who believe that the king is above 
politics. Not surprising, that issue of the 
Economist was banned in Thailand. 

While limited royal interventions are 
permitted under the Thai Constitution, 
the king has rarely openly stepped in. In 
1992, during a televised meeting, the king 
called for a truce between General Suchin- 
da Kraprayoon and Major General Cham- 
long Srimuang. 

While the Economist’s take is probably 
too simplistic, it would be naive and plain 


and reported by the Thai media. “In horse 
racing they have the stable and the owner 
of the stable owns the horse. The jockey 
comes and rides the horse during the race, 
but the jockey does not own the horse. It’s 
very easy [to comprehend].” 

Former Prime Minister Anand Pan- 
yarachun says the army has been on the 
fringe or sidelines of power ever since the 
1932 revolution. “It’s not only unfair but 
also facetious to look at democracy in de- 
veloping countries and measure them by 
the modern Western standards. Every 
fledgling democracy has to go through all 
these struggles,” he says. 

The elite seems so far to have success- 
fully used the Yellow Shirt movement to 
counter Mr. Thaksin’s populism. Yet while 
the Yellow Shirt movement is loyal to the 
king, it has openly criticized the army, for 
example, for taking part in the coup. How 
long the cozy relationship between the 
Yellow Shirts and the elite will continue 
remains to be seen. The increasing calls 


for social justice from the Yellows mark 
the rise of another form of populism that, 
while more palatable than the Thaksin 
brand, nonetheless represents a threat to 
the elite’s position in Thai society. 

Inaction by the elite, meanwhile, has 
alienated even further the Red Shirt sup- 
porters in the rural north and northeast- 
ern provinces. The Thaksin supporters 
have always been very careful to pledge 
their loyalty to the king. Now they also 
openly express their disappointment that 
the king has not intervened. “We have 
asked for the king’s intervention for a long 
time ... But the king never comes out,” says 
Kwanchai Praiphana, a popular host at a 
Red Shirt radio station in Udon Thani, in 
the Red Shirt heartland. 


Seeking a Solution 


BUT IS AN intervention by the king the so- 
lution to Thailand’s woes? The answer to 
that depends on whom you ask. For the 
Red Shirts, such an intervention is essen- 
tial. For others, such as Mr. Anand, the fact 
that Thailand did not have to resort to a 
“divine power” to appoint a prime minis- 
ter to get the country out of political dead- 
lock is testament to the resilience of Thai 
politics and adherence to the constitution- 
al process. 

Other factors may be preventing an in- 
tervention by the king this time—beyond 
the usually cited reason that the king is 
above politics. Mr. Borwornsak of KPI ex- 
plains that in the past, interventions by the 
king, such as the one in 1992, involved His 
Majesty stepping in to prevent bloodshed 
in conflicts between the people and the 
then government. These were successful 
given the parties involved. “The govern- 


ment listened to the king,” he says. But this 
time around, the conflict is among the peo- 
ple. “If groups of people are fighting, I 
don’t know if royal intervention would be 
effective,” he says. “So it is risky for the 
monarchy to intervene in this situation.” 

In many respects, however, talk of an in- 
tervention is moot since such a move is un- 
likely to bring lasting resolution to the 
conflict. If the underlying causes of the con- 
flict are as deeply rooted as many academ- 
ics and observers claim, then it will take 
more than a quick fix to put Thai politics 
back in order. What’s needed instead is re- 
form of the institutions—elected and un- 
elected—entrusted with the distribution of 
state resources. A growing number of Thais, 
Red Shirts and Yellow Shirts, share a pre- 
ferred vision of their country. Increasingly, 
they seek to build a nation where the rigid 
divisions of status—political, economic and 
social—are broken down and power is de- 
volved closer to the grass roots. 

It’s hard to put a firm number on how 
many people favor such a leveling pro- 
gram, but the proselytizing tendencies of 
the Red and Yellow camps suggest the 
number will grow. As poor Thais learn 
more about their rights, demand greater 
transparency and exhibit less tolerance for 
privilege-based behavior and extraconsti- 
tutional interference in government by the 
army and other quarters in the elite, the 
pressure to reconcile the needs of different 
sections of Thai society will increase. 

That tipping point may yet be some 
years off. Yet the elite would do well to ac- 
knowledge its imminent arrival and pre- 
pare itself. If it faces up to this reality, 
there is still time to shape the outcome and 
secure a role—albeit a diminished one—for 
itself. i 
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Truth a Casualty 
In Sri Lanka’s War 





Simon Montlake and Angilee Shah describe how the Sri Lankan gov- 
ernment’s harsh suppression of information during the Tamil Tiger 
conflict helped Colombo win the propaganda war. 


Suffering Fails to 
Stir Intervention 
by Simon Montlake 


O DRIVE BETWEEN Kilinochchi 
and the coastal strip where Sri 

Lanka’s Tamil Tigers recently 
staged a final, doomed stand is to enter a 
wasteland scoured of humanity. Mile after 
mile of fallow cropland gives way to vil- 
lages of roofless houses, cratered yards 
and charred vehicles. The only signs of 
life, apart from clumps of listless cows, 
were military posts our armored person- 
nel carrier sped past, trailing ochre dust. 
It was hard to imagine these villages as 
living, breathing communities. After the 
Tigers abandoned their former capital Ki- 
linochchi in January, they retreated east- 
ward. The villagers went too, either out of 
fear or solidarity, and the war front ad- 
vanced, trapping over a quarter of a mil- 
lion civilians behind enemy lines. 


Our military-organized media tour in 
early May ended at a checkpoint near the 
front, beyond which it was deemed unsafe 
for us to pass. We were invited to interview 
the battlefield commander, who had ear- 
lier briefed us in exacting detail on the 
weaponry and equipment captured from 
the Liberation Tigers of Tamil Eelam 
(LTTE). A BBC reporter asked him about ci- 
vilian casualties during the intense fight- 
ing. Zero civilian casualties, we were told. 
The military wasn’t shelling civilians, he 
continued. It was trying to rescue them 
from “the clutches of the terrorists.” The 
BBC reporter smiled and tried again. Given 
the devastation around us, the evidence of 
ferocious resistance and bombardment, 
was it not inevitable that some civilians 
had lost their lives? No, said the general. 
No civilians had died in the operation. Ex- 
cept, he added, those killed by the LTTE. 

All wartime governments lie. They do 
so to obscure the horror of conflict, the 


œ Mr. Montlake is a free-lance writer based in 
Bangkok. 
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lives lost and ruined and to spin the battle- 
field chaos in their favor. Propaganda is a 
powerful tool, an essential one in an era of 
public opinion shaped by media coverage. 
But even by the mendacious standards of 
our age, Sri Lanka has pushed the enve- 
lope. By mid-April, according to a prelimi- 
nary tally by the United Nations, 6,500 
civilians had died and 14,000 had been in- 
jured during three months of repeated aer- 
ial and ground bombardment. That was 
before the intense shelling in May of civil- 
ian targets that included a field hospital in 
a designated no-fire zone, one of several 
designated medical facilities to come under 
fire. In January, a team from the Interna- 
tional Committee of the Red Cross (IcRc), 
the only foreign-aid agency allowed into 
the war zone, was caught in an attack. 

Sri Lanka’s government has pushed 
back hard against its critics, decrying the 
double standards of the West. In the run- 
up to the war’s climax, Sri Lanka’s allies 
on the U.N. Security Council rebuffed the 
United Kingdom and France, who sought 
to table binding resolutions urging re- 
straint on the warring parties. Moscow 
and Beijing have their own reasons to feel 
prickly about international meddling in in- 
ternal crackdowns against ethnic separat- 
ists. Sri Lanka has also played off Western 
allies against its new friends in Iran, Libya 
and China, which offer trade and aid with 
fewer strings attached. Crucially, in a post- 
9/11 world, Sri Lanka has on its side the 
example of how the United States deals 
with groups such as the Taliban that 
Washington deems terrorists. Collateral 
damage to civilians in Iraq and Afghani- 
stan empowers countries like Sri Lanka to 
defend their own wars on terror. U.S. of- 
ficials may apologize for air strikes that 
kill Afghan children but nobody expects 
the U.N. to order them to stop. 

At home, Sri Lanka’s hawkish govern- 
ment warned its citizens that it was trea- 
sonous to question the war fought in its 


name. It successfully spun a myth of a val- 
jant victory to be followed by a glorious 
peace. Among the majority Sinhalese com- 
munity, there is immense pride in slaying 
the dragon of Tamil nationalism after de- 
cades of strife. In Colombo, there is breath- 
less talk of a peace dividend and the 
potential for an economy that once looked 
east to peers like Malaysia and Singapore 
before it succumbed to the attrition of per- 
petual conflict. In recent provincial elec- 
tions, the ruling party has romped home 
to victory, underscoring the popularity of 
the war among Sri Lankan voters. 

To suggest otherwise is dangerous. A 
news media that once crackled with lively 
debate now marches in virtual lockstep 
with the military’s propaganda. The hu- 
man toll of the war has been reported 
strictly within the context of the LTTE’s 
villainy. Indeed, the daily coverage of 
President Mahinda Rajapaksa and his in- 
ner circle is so glowing as to invite com- 
parisons with Burma’s state media. Behind 
it is the grim fact that 12 journalists have 
died in Sri Lanka since August 2005. An- 
other 26 are currently in detention. Others 
have fled the country in fear of their lives. 
The Committee to Protect Journalists 
compiles an impunity index that ranks 
countries by the number of unsolved mur- 
der cases of journalists relative to the pop- 
ulation. Sri Lanka is currently fourth, 
behind Iraq, Sierra Leone and Somalia. 

Distracted by economic crises and the 
unraveling of Pakistan, the West has been 
consistently behind the curve on Sri Lan- 
ka. As civilian casualties mounted in the 
war zone and the 1crc warned of a human- 
itarian disaster, few seemed to notice. The 
parallel is stark with Gaza, the scene of a 
three-week Israeli offensive in January 
that merited 24/7 coverage across the 
world. One impediment to covering the Sri 
Lankan war was the government’s refusal 
to allow journalists into the zone, forcing 
them to report military and rebel claims 
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and counterclaims. Of course, Israel put 
the same constraints on the Western me- 
dia. But nobody was about to walk away 
from covering the Gaza conflict. The Mid- 
dle East matters in a way that Sri Lanka 
never has. 

The U.N. as a humanitarian organiza- 
tion is supposed to rise above such geopol- 
itics. Its office in Colombo knew very well 
how dreadful the situation had gotten as 
the military used overwhelming fire- 
power to drive the LTTE toward the 
sea. Contrary to the impression 
that Sri Lanka’s government 
has given, the civilians be- 
hind enemy lines were not 
completely cut off from 
the world. Among them 
were dozens of Tamil 
aid workers who had 
been employed by the 
U.N. and other aid 
agencies working in the 
area before September 
2008, when the govern- 
ment ordered their evacu- 
ation as a prelude to its military offensive. 
Those that stayed were euphemistically 
classified as volunteers, but in reality car- 
ried on much as before. Catholic charities 
also quietly continued to work there. Then 
there were the government doctors, who 
performed heroically under fire and now 
face the prospect of detention or worse for 
speaking out to the foreign media. 

The result was a steady stream of reli- 
able information on deaths, injuries, popu- 
lation density, food supplies and all the 
other data that is essential to assessing and 
responding to a humanitarian crisis. U.N. 
staff in Colombo collated the information 
and sent summaries to headquarters in 
New York, including to the office of Secre- 
tary-General Ban Ki-moon. At the same 
time, though, the U.N. was wracked by in- 
decision over its proper response. Far from 
raising the alarm over the abuses commit- 
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ted by the warring parties, and the im- 
mense suffering among noncombatants, 
senior U.N. officials decided to sit on the 
data. Leaks by Western diplomats and U.N. 
insiders in February broke the near-si- 
lence, forcing a flurry of news reports and 
furious rebuttals by Sri Lanka’s govern- 
ment. The U.N.’s response was to distance 
itself from its own reporting, citing doubts 
over its veracity. 

The same pattern was repeated in April 
when an updated estimate of the 
death toll among civilians was 

leaked. Another nudge came 
with the release of U.N. satel- 
lite data from the war zone 
that appeared to show the 
shelling of civilians. By 
then, however, it may al- 
ready have been too late 
to bring the full weight 
of diplomacy to bear on 
Sri Lanka’s government, 
which was racing to a mili- 
tary victory and was not about 
to let the U.N. rain on its parade. 
Government ministers and military com- 
manders blasted each and every piece of 
evidence that pointed to a blitzkrieg against 
the cornered Tigers as LTTE propaganda. 
They rightly pointed out that the LTTE had 
callously herded Tamils into danger and 
used their suffering as leverage for a cease- 
fire. Few could dispute their argument that 
diplomatic pressure should be directed at 
the Tigers to let the civilians go. After all, a 
democratic government was waging a le- 
gitimate war against ruthless terrorists. 
Crucially, Sri Lanka framed all critical 
reporting from the war zone as either par- 
tisan or made under duress. It allowed no 
daylight between the sober analyses of the 
U.N., the harrowing accounts given by 
doctors to foreign news agencies or the 
shrill reporting by pro-LTTE Web sites. At 
the same time, the government’s own 
credibility on the key issue of civilian num- 
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bers was in tatters. In mid-February, the 
ICRC warned of growing shortages of food 
and medicine in LTTE-controlled territory. 
By then, over 30,000 civilians had fled the 
fighting. Many more were still trapped be- 
hind enemy lines. 

But how many? Sri Lankan officials ar- 
gued that only 70,000 remained and per- 
suaded India and other allies to repeat this 
figure. The U.N. and other sources, how- 
ever, put the number at over 200,000, 
based on aid-distribution data. Since then, 
the mass exodus of civilians from the war 
zone has proven Sri Lanka’s estimate to be 
wildly inaccurate. As many as 300,000 are 
now thought to have fled the fighting and 
reached government-held territory before 
being transferred to refugee camps. 

Given its extensive use of spy planes, 
it’s inconceivable that the military com- 
mand didn’t have a fairly accurate count of 
the number of civilians on the ground, 
particularly in the latter stages of the con- 
flict when they moved to exposed coastal 
scrubland. The defense ministry was quick 
to release aerial footage when it showed 
the LTTE firing on unarmed civilians try- 
ing to escape. Humanitarian agencies rou- 
tinely use satellite pictures to count the 
number of shelters in an area and calculate 
the number of displaced mouths to feed. 

The dispute over the numbers trapped 
behind LTTE lines wasn’t based on such ev- 
idence, though. It was part and parcel of a 
propaganda war in which the internation- 
al community was, in effect, forced to 
choose sides. To use highball estimates of 
trapped civilians was to invite accusations 
of playing into the hands of the LTTE, which 
had inflated the numbers to 400,000. A 
government minister later told me that he 
had aggressively pushed the figure of 
70,000 civilians in order to “balance” the 
claims of exiled Tamil Web sites. 

Such cynicism is writ large in the inner 
circle of President Rajapaksa, who took 
power in 2005. In an interview in May, just 


a week away from the final assault, De- 
fense Secretary Gotabaya Rajapaksa, the 
president’s brother, could barely contain 
his impatience with my questions. The 
military’s weapons were directed only 
against “the terrorists,” he insisted. “We’re 
not killing the civilians.” I told him that 
the U.N. had said otherwise. “No. That is 
LTTE propaganda. The U.N. is getting in- 
formation from LTTE,” he replied. Gotaba- 
ya Rajapaksa, who is considered among 
the most powerful figures in Sri Lanka, 
told me that three months earlier the U.N. 
had reported that the conduct of his troops 
was “exemplary.” Incredibly, he claimed 
that this unnamed U.N. report had con- 
firmed his assertion that there were no ci- 
vilian casualties. 

Going to bat for humanitarian law in 
such an atmosphere can be intimidating. 
On the walls of Colombo, beneath giant 
photos of President Rajapaksa embracing 
the troops, smudged posters denounce the 
foreign ministers of the U.K., Norway and 
the U.S. for allegedly coddling the LTTE. Po- 
lice stand idly watching angry nationalists 
besiege European embassies in a city nor- 
mally bereft of street protests. Diplomats 
who speak out against the government have 
found it difficult to renew their visas. 

Caught in the middle is Neil Buhne, the 
U.N’s resident coordinator. A mild-man- 
nered Canadian, he is lucid on the details of 
humanitarian aid and the challenges of de- 
livering it. When we met, he seemed genu- 
inely disturbed by the U.N.’s failure to 
protect civilians caught up in a “catastroph- 
ic” situation, though he denied that it has 
been largely silent on the issue. Senior U.N. 
officials, including Secretary-General Ban, 
had repeatedly urged restraint on both 
sides, he said. At the same time, he said it 
wasn’t clear that such statements were ac- 
tually helping the plight of civilians. “Speak- 
ing out more might do that. Speaking out 
less might do that,” he told me. “I just wish 
we could do more to help the suffering.” 
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Critics complain that Mr. Buhne hasn’t 
done enough. These critics, who include 
U.N. officials and aid workers in Sri Lanka, 
argue that a belligerent government has 
browbeaten him at critical moments, such 
as in the aftermath of artillery shelling of 
a hospital when international aid workers 
were present. Far from standing up to its 
bullying tactics, the U.N.’s country office 
has at times appeared overly eager to 
soothe an angry host government. Two se- 
nior government officials pressed on 
claims of military wrongdoing separately 
pulled out their BlackBerrys and showed 
me supportive e-mails sent by Mr. Buhne 
during periods of ten- 


home is always an element of policy mak- 
ing, of course. But Sri Lanka’s government 
willfully ignores almost all other elements, 
an Asian diplomat said. When European al- 
lies proposed a temporary pause in fighting 
so that aid could reach a half-starved, ter- 
rified population, Sri Lanka instantly re- 
jected a “cease-fire” that it said would aid 
the enemy. But that was a distortion of what 
was on the table, as were claims that the 
West was throwing a lifeline to the LTTE. In 
fact, the LTTE has long shed its cloak as 
freedom fighters for a persecuted minority. 
Even Hamas has more legitimacy in the 
eyes of the world, a fact that has helped Sri 
Lanka prosecute its 
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overestimate his clout. 
Behind him stands the 
U.N. Security Council, 
which had the power to take a sterner line 
on the flouting of international law in Sri 
Lanka. That it opted not to is a testament 
both to Sri Lanka’s skilful courting of al- 
lies such as China and to the wayward at- 
tention of the U.S., which has long been 
skeptical of a military solution to the LTTE. 
One explanation is that Washington is so 
tied down in Pakistan and Afghanistan, 
both situations where it needs Security 
Council support, that it took a pass on Sri 
Lanka. For their part, Britain and France 
engaged in megaphone diplomacy that 
played into the hands of a nationalist gov- 
ernment in Colombo. 

Curiously, the same government that so 
readily sneers at Western meddling is al- 
most wholly reliant on foreign donors to 
fund its open-ended detention camps for 
Tamil refugees. Scoring political points at 
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ministate. Nor do they 
have any say in their 
current detention in 
refugee camps that the government is des- 
perate to keep off-limits to foreign media 
and other observers. One reason may be 
that refugees are potential witnesses to 
war crimes, though it could also be down 
to the reflexive secrecy of Sri Lanka’s mil- 
itary, which has amassed enormous power 
under President Rajapaksa. Even without 
the voices of those caught in the crossfire, 
including the detained doctors, a war- 
crimes case could, in theory, be based on 
satellite data and other evidence of wrong- 
doing. The U.N.’s investigation into Israel’s 
shelling of U.N. facilities in Gaza earlier 
this year used such data to level accusa- 
tions. But, as with Gaza, the difficulty lies 
in lining up international support for a le- 
gal follow-up. Sri Lanka calculated that it 
could get away with collateral damage in 
its own war on terror. It may be right. 1 
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Colombo Blacklists Outside Observers 
by Angilee Shah 





N SRI LANKA’s final push to rout 
the rebel Liberation Tigers of 

Tamil Eelam (LTTE), information 
about what was happening on the front 
lines was hard to come by. The last week 
of major military action focused on just a 
sliver of land in the northeast which was 
still occupied by what remained of the 
LTTE. But on May 11 the United Nations es- 
timated that 50,000 civilians were still 
caught between government forces and 
the rebels. Gordon Weiss, U.N. spokesper- 
son in Colombo, warned the world that the 
final surge, and shelling from both sides, 
was a “bloodbath scenario” coming true. 
And while Sri Lankan government offi- 
cials decried what they saw as an alarmist 
and false analysis, international organiza- 
tions and journalists were not allowed to 
see for themselves what was happening on 
the ground. 

The media was barred from the conflict 
zones as well as the government camps 
where displaced civilians are still being 
held. Sri Lankan journalists have faced the 
most severe conditions. In January, three 
attacks against prominent journalists and 
media outlets had a chilling effect on the 
local press. Lasantha Wickramatunga, the 
outspoken editor of the Sunday Leader, 
was one of 11 journalists killed this year 
alone, according to the Committee to Pro- 
tect Journalists, a nonprofit organization 
based in New York. 

While the foreign press has operated 
with relative safety, their ability to witness 
the war has also been hamstrung. At the 
end of April, the Controller of Immigra- 
tion and Emigration, P. B. Abeykoon, said 
that there is a list of 837 foreigners who are 
not allowed in the country because they 


had, according to the Sri Lankan govern- 
ment, misinformed the rest of the world 
about what was happening in the last 
throes of the island’s 26-year conflict. The 
New York Times said in an April 21 report 
that their repeated requests for visas have 
been ignored. Jeremy Page of the Times in 
London was turned around at the airport 
in Colombo, and Nick Paton-Walsh, along 
with a producer and cameraman for Lon- 
don-based Channel 4, was escorted out of 
the country for airing a piece that included 
aid workers’ claims of violence in the 
camps. Human Rights Watch researcher 
Anna Neistat, who testified before the 
United States Senate Committee on For- 
eign Relations about rights violations on 
both sides of the conflict, is also on the list, 
according to Mr. Abeykoon. The last re- 
maining independent observer, the Inter- 
national Committee of the Red Cross 
(ICRC), suspended its operations that pro- 
vided aid to an estimated 280,000 dis- 
placed civilians on May 19 because of 
heavy government restrictions. It has since 
resumed operations in the largest of the 
camps, for the 130,000 people at Menik 
Farm, but is still calling for full access. 
The government maintains that Sri 
Lanka has freedom of expression, but that 
national security is the first priority. “We 
do not blacklist people,” says Lakshman 
Hulugalle, director general of the Media 
Centre for National Security in the Minis- 
try of Defence. “There is no censorship in 
this country.” According to Mr. Hulugalle, 
foreign journalists are welcome in Sri Lan- 
ka, as long as they identify themselves as 


oo Ms. Shah is a free-lance journalist based in 
Los Angeles. 
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journalists at embassies and register with 
the Information Department if they are re- 
porting on issues related to national secu- 
rity. “Journalists are free to report 
anything,” he said in a phone interview 
from Colombo, “but if it is harmful to na- 
tional security, we will take appropriate 
action.” He describes “misreports” and 
news that is “harmful to the country’s im- 
age” among journalists’ offenses. 

In a war as long and violent as Sri Lan- 
ka’s, however, the news is not always good. 
While celebrations and felicitations to 
President Mahinda Rajapaksa for his gov- 
ernment’s defeat of the LTTE abound in Co- 
lombo, questions about 
civilian casualties and 
conditions in the camps 
remain. In the last week 
of fighting, many major 
news outlets ran stories 
about shelling in desig- 
nated no-fire zones. 
They cited one of the 
few remaining sources 
of information from the front lines: gov- 
ernment doctors who retreated with civil- 
ians and set up makeshift hospitals in the 
midst of the fighting. Reports on May 10 
said that 378 civilians were killed and 
more than 1,100 were wounded in attacks 
near a hospital. The next day, close to 50 
people were killed and at least 50 more 
were injured in heavy artillery attacks. 
The New York Times and the BBc quoted 
Regional Health Director of Health Ser- 
vices for Mullaittivu, Thurairaja Varathar- 
ajah. Several outlets, including the 
Guardian and the Associated Press, quot- 
ed information from V. Shanmugarajah, a 
medical officer in the Mullaittivu District. 
Other reports about civilian casualties and 
the need for food and medicine in the con- 
flict zone cited T. Sathiyamoorthy, region- 
al health director of health services for 
Kilinochchi. 

The government denied responsibility 
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[The doctors who risked 
their lives to tell the 

world about the crisis 
have been labeled 

‘terrorists’ by Colombo. 


for the shelling and called on the press to 
be skeptical of information coming from 
the then LTTE-held territory. “The Gov- 
ernment notes that there is no indepen- 
dent verification possible to the tenuous 
security situation caused by the LTTe’s 
last-ditch attempts to save itself from 
military annihilation,” the Ministry of Di- 
saster Management and Human Rights 
said in a statement. “To treat the state- 
ment of any official (albeit one employed 
by the Government) living under the 
domination of the LTTE as independent 
and believable is extremely risky in reach- 
ing an objective conclusion on the current 
situation.” A statement 
on the Ministry of De- 
fense Web site took a 
harder line: “While the 
Sri Lankan security 
forces maneuvering on 
the final phase of their 
mission to rescue thou- 
sands of innocent Tam- 
il civilians forcibly held 
by the terrorists in “Civilian Safe Zone,” 
the media sympathetic to the terrorists 
once again have misinformed the interna- 
tional community with another fabricated 
story.” 

Basil Fernando, director of the Hong 
Kong-based Asian Human Rights Com- 
mission, says that free expression in Sri 
Lanka is being equated with terrorism. 
The people’s “right to participate in dis- 
cussions about to society” is being crushed, 
he says. Mr. Fernando characterizes the 
government’s position on public discourse 
this way: “Keep quiet because you are not 
sure who is telling the truth.” 

It is certainly true that when journal- 
ists cannot witness war for themselves, 
confirming reports from the government, 
civilians or aid workers is very difficult. 
But aid and advocacy organizations have 
been relying on the doctors’ meticulous 
reports about needs on the ground since 
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January. Dr. Sathiyamoorthy’s e-mails, 
for example, contained data on everything 
from injuries and deaths to the amount of 
rice and oil needed for the growing popu- 
lation of displaced civilians. His reports 
read like patients’ charts, diagnosing 
problems and suggesting treatment. He 
counted births and deaths, explained that 
schools and communication channels 
were not operating, explained which med- 
ications were most needed and how many 
patients the icrc was able to evacuate. Us- 
ing limited e-mail access and satellite 
phones, the doctors sent images and infor- 
mation to Sri Lanka’s Ministry of Public 
Administration and Home Affairs, as well 
as to the outside world. The huge numbers 
of what many believe is a humanitarian 
crisis often belie the struggles of individu- 
als; it is the details, the personal stories 
that give the costs of war a face. For many 
journalists and aid organizations, the doc- 
tors’ reports provided a glimpse into life 
in a war zone. 

Jeevan Thiagarajah, executive director 
of a network of organizations in Sri Lanka 
called the Consortium of Humanitarian 
Agencies, describes Dr. Sathiyamoorthy as 
“extremely dedicated.” At great personal 
risk, “he just felt that he had to do his job,” 
Mr. Thiagarajah says. While it is possible 
that some of last messages about conditions 
might have been submitted under duress of 
the LTTE, Dr. Sathiyamoorthy has been reli- 
able, even conservative with his reports in 
the past. One aid worker, who asked not to 
be named in order to safeguard his ability 
to continue his work, described Dr. Sathi- 
yamoorthy and Dr. Varatharajah this way: 


“As these two individuals have highlighted 
the realities of the crisis to the world, aided 
the civilians in every way imaginable, fa- 
cilitated emergency relief and evacuation 
efforts and refused to leave the conflict 
zone even though more than 200,000 inter- 
nally displaced persons have since made 
their exit, they have undeniably put their 
lives at risk each and every day.” 

Amnesty International says the three 
doctors fled the war zone on May 15, along 
with 5,000 civilians. When they reached 
the government camps, Dr. Sathiyamoor- 
thy and Dr. Shanmugurajah were detained 
by the Terrorism Investigation Depart- 
ment. Dr. Varatharajah was injured and 
airlifted to an undisclosed location by the 
Sri Lankan Air Force, according to an Am- 
nesty International alert. Mr. Hulugalle, 
at the Ministry of Defense, initially denied 
knowledge of the doctors. “We are not 
sure about their whereabouts because they 
are terrorists,” he said. But reports in the 
Sri Lankan press say that the secretary of 
defense, Gotabaya Rajapaksa, has called 
on the Ministry of Health to investigate 
the conduct of all three doctors. 

The Massachusetts-based advocacy 
group, Physicians for Human Rights, is 
calling on the government to release the 
doctors, and give them access to medical 
care, legal counsel and family visitation. 
Senior researcher Richard Sollom said the 
doctors have done nothing wrong. “It is 
their ethical duty to be reporting on as- 
pects of the war that concern people’s 
health,” he says. The 1crc says they met 
with the doctors on May 21, but cannot 
comment further. W 
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Honeymoon Ends 


by Nicholas Owen 





EPAL’S FRAGILE democra- 
cy has been severely tested 
by the events of the past 
month. On May 4, the res- 
ignation of the Maoist 
prime minister, Pushpa Kamal Dahal, 
plunged the year-old republic into political 
crisis. Now the new prime minister, Mad- 
hav Kumar Nepal, must achieve political 
consensus while defending his government 
from charges that it undermined democ- 
racy by siding with the military against the 
previous Maoist-led administration. 

Nepal’s constitutional change in the 
past three years or so has been profound. 
Since the April 2006 pro-democracy pro- 
tests, the country has held democratic elec- 
tions, proclaimed a republic and installed a 
president as head of state. All political play- 
ers—Maoist and non-Maoist alike—must 
play their part in supporting emerging 
democratic institutions. 

Speaking after being sworn into office 
on May 25, Mr. Nepal, who is a senior fig- 
ure in the moderate Communist Party of 
Nepal (United Marxist-Leninist), or CPN 
(UML), said that his government’s main 
priorities would be concluding the peace 





process with the former rebel Maoists and 
drafting a new constitution before the 
constituent assembly’s two-year term ends 
in May 2010. Mr. Nepal was elected unop- 
posed by the legislature amid a boycott by 
the Maoists. His candidacy was supported 
by a 22-party coalition that controls 350 
seats in the 601-member assembly. 

The circumstances of Mr. Nepal’s ac- 
cession to office were controversial. Mr. 
Dahal, who is still known by his nom de 
guerre, Prachanda, resigned after being 
overruled in his attempt to dismiss the 
army chief of staff. Gen. Rookmangud Ka- 
tawal had refused to relinquish his post, 
and summoned senior generals to his of- 
ficial residence, fuelling speculation of a 
military coup. An alliance of 18 parties, in- 
cluding the CPN (UML), then the Maoists’ 
main partner in government, petitioned 
President Ram Baran Yadav to intervene. 
In a letter faxed to the offices of the army 
chief and the prime minister, Mr. Yadav 
told Gen. Katawal to stay in his post. 

The Maoists’ opponents say that they 





œv Mr. Owen is a free-lance journalist formerly 
based in Kathmandu. 
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were defending democracy by resisting 
the attempt to dismiss Gen. Katawal. Pra- 
chanda was, they say, attempting to seize 
control of the military by replacing Gen. 
Katawal with his second-in-command, 
Lt.-Gen. Kul Bahadur Khadka. Unlike his 
superior officer, Gen. Khadka was seen as 
prepared to integrate an estimated 19,000 
former rebel Maoists into the ranks of the 
Nepal Army—a key provision of the No- 
vember 2006 peace agreement which end- 
ed the country’s 10-year civil war—in what 
was widely seen as a quid pro quo for his 
own promotion to the post of army chief. 
In the order dismissing Gen. Katawal, the 
Maoists had named Gen. Khadka as the 
army’s new head. 

As well as the opposition, some mem- 
bers of the Maoist-led government, nota- 
bly the cen (UML), had reservations about 
Gen. Katawal’s dismissal. They shared the 
opposition’s concern that a Maoist-sympa- 
thizing army chief would provide no de- 
fense against the former rebel People’s 
Liberation Army, which remains confined 
to United Nations-supervised canton- 
ments but has not surrendered its arms. 
Video footage of Prachanda bragging of 
how he had duped the U.N. into believing 
that the Maoists had 35,000 fighters, when 
in fact they had only 7,000 to 8,000, there- 
by allowing recruitment to continue, will 
have only heightened that concern. The 
CPN (UML) pulled out of government when 
Prachanda sacked the army chief despite 
their objections. 

The challenges confronting Mr. Nepal 
are considerable. The Maoists are still 
smarting at being overruled in their at- 
tempt to dismiss Gen. Katawal. Speaking 
hours after his resignation, Prachanda told 
some 30,000 flag-waving Maoist support- 
ers in the capital Kathmandu that the CPN 
(UML)-led coalition was seeking to sabo- 
tage the peace agreement. Prachanda said 
the Maoists remained committed to the 
peace process, and there would be no re- 
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turn to violence, but called for nationwide 
protests to restore the supremacy of civil- 
ian rule. 

As a diehard defender of the country’s 
former monarch, King Gyanendra Shah, 
Gen. Katawal has long been the Maoists’ 
béte noire. But relations between the for- 
mer rebels and the pugnacious army chief 
have gone from bad to worse in the past six 
months. In December 2008, Gen. Katawal 
began to recruit some 3,000 soldiers, a 
move the Maoist defense minister, Ram 
Bahadur Thapa, said violated the terms of 
the peace agreement, which imposed a 
moratorium on new recruitment. Rela- 
tions deteriorated further when the De- 
fense Ministry refused a routine request 
by the army to extend the terms of eight 
brigadier-generals. 

The Maoists have tabled a motion in 
the constituent assembly calling for a de- 
bate on whether the president’s interven- 
tion was constitutional. Even ifthe Maoists 
lose such a debate, as seems probable, they 
would still be able to present themselves 
as the defenders of civilian supremacy. 
Their opponents, meanwhile, would be ex- 
posed as siding with the military against a 
democratically elected government. Not 
surprisingly, the cen (UML)-led coalition 
opposes a debate. It says the president’s re- 
instatement of the army chief has been re- 
ferred to the Supreme Court and the 
matter is therefore sub judice. 

So far, the Maoists’ protests in Kath- 
mandu have mostly passed off peacefully, 
but violence has escalated in the surround- 
ing countryside. As Prachanda addressed 
his supporters in the capital, police opened 
fire to disperse members of the Maoists’ 
Young Communist League in the eastern 
district of Ramechhap after they threw 
stones at the motorcade of the CPN (UML) 
leader, Ishwar Pokhrel. Earlier Mr. Pokhrel 
had called on his supporters in the restive 
district to retaliate against Maoist vio- 
lence. Security has since been stepped up 
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around senior politicians. 

As well as preserving the peace process 
with the Maoists, Mr. Nepal’s government 
must write a new constitution to replace 
the interim charter that has been in force 
since January 2007. But by itself the CPN 
(UML)-led coalition does not have the two- 
thirds majority in the constituent assem- 
bly that is required to approve any 
constitutional change. With 238 members 
in the assembly, the Maoists, known offi- 
cially as the Unified Communist Party of 
Nepal (Maoist), are by far the largest par- 
ty in the legislature. The government will 
therefore depend on 
Maoist votes if it is to 
approve a new consti- 
tution before the end of 
the assembly’s term. 

In a bid to achieve 
consensus, Mr. Nepal 
has invited the Maoists 
into government. Pra- 
chanda has said that 
the Maoists will play a constructive role in 
the constitution-drafting process but will 
remain in opposition. A period in opposi- 
tion may benefit Prachanda politically. 
Since the constituent assembly abolished 
the 240-year-old monarchy and pro- 
claimed a republic in May 2008, Maoist 
hardliners have become disillusioned with 
Prachanda’s leadership. After resigning as 
minister for land reform in September 
2008, Matrika Yadav established his own 
party, accusing Prachanda of having been 
corrupted by the trappings of office. On 
April 6 a general strike, or bandh, called by 
Mr. Yadav and another Maoist splinter 
group, the Revolutionary Left Wing, 
brought normal life to a standstill in Kath- 
mandu and several districts. At least a doz- 
en people were injured in a gun battle 
between supporters of Prachanda and Mr. 
Yadav campaigning for by-elections held 
on April 10. Without the responsibilities of 
office, Prachanda will be better placed to 
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rally his support among the party’s rank- 
and-file. 

Preventing the 22-party coalition from 
fracturing will also be a challenge for Mr. 
Nepal, and the distribution of ministerial 
portfolios will provide an early test of the 
coalition’s cohesion. Two senior CPN 
(UML) figures have been assigned the min- 
istries of defense and finance, formerly 
held by Maoists, and Mr. Nepal has met 
with leaders of the other parties to begin 
negotiations over the remainder of the 
cabinet roster. As the second largest party 
in the assembly after the Maoists, and 
having ceded the post 
of prime minister to 
the CPN (UML), the Ne- 
pali Congress, led by 
former Prime Minister 
Girija Prasad Koirala, 
will expect consider- 
able influence even if it 
decides not to formally 
enter government. Re- 
taining the support of the parties that rep- 
resent marginalized ethnic-Madeshi 
people from the southern Terai plains will 
also prove difficult. 

Since the peace agreement with the 
Maoists, violence in the Terai has escalat- 
ed as Madeshi groups push for greater 
powers of self-rule. Scores of people have 
been killed in shootings and bombings. 
After the April 2008 constituent assembly 
election, the Madeshi parties, led by the 
Madhesi Janadhikar Forum (mJr), called 
a series of bandhs in support of their de- 
mand for Ek Madhes, Ek Pradesh—a sin- 
gle autonomous state in the Terai. Mr. 
Koirala had, they said, agreed to the cre- 
ation of such a state in February 2008 
when he signed up to an eight-point pro- 
gram of reform. The Madeshi groups 
agreed to stop their protests in July 2008 
after the constituent assembly passed a 
bill promising them autonomy, but the bill 
did not say if there would be a single state 
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in the Terai—deferring discussion of the 
most divisive issue. 

Inthe race to assemble a majority coali- 
tion that followed Prachanda’s resignation, 
the msF soon emerged as kingmaker. But 
the party was split between the supporters 
of its chairman, Upendra Yadav, a former 
Maoist, who advocated retaining the par- 
ty’s alliance with Prachanda, and those 
who wanted to sign up to the new CPN 
(uML)-led coalition. In the event, the latter 
faction prevailed, but only after it had ex- 
tracted a written commitment from the CPN 
(UML) that the new government would im- 
plement the reform programme agreed to 
the previous year by Mr. Koirala. That com- 
mitment is likely to prove divisive. Outside 
the Madeshi community, there is no sup- 
port for a single state in the Terai, which 
accounts for about half of Nepal’s 28 mil- 
lion-strong population and a quarter of its 
147,000 square kilometres of territory. 

Any move by the cpn (UML)-led govern- 
ment toward a single autonomous state in 
the Terai would provoke a backlash from 
the non-Madeshi people who live on the 
southern plains. Other caste, ethnic and re- 
ligious communities are opposed to seeing 
their own political identities subsumed by 
Madeshi nationalism. 

The international community must 
play a constructive role if Nepal’s democ- 
racy is to emerge stronger from the pres- 
ent crisis. The United Nations Mission in 
Nepal responded to Prachanda’s resigna- 
tion by issuing a statement calling for re- 
straint. But India and China must play the 
lead role in supporting democracy by end- 
ing their destabilizing rivalry in the stra- 
tegically situated state. India has long 
considered Nepal to be within its sphere 
of influence, but became concerned by 
signs that the Maoist-led government was 
moving closer to China, India’s main com- 
petitor for influence. 

India is right to be concerned. Prior to 
his election, Prachanda had called for a re- 


cer rani arent et aian dwn ei iaaa nananahanan AL mamma mae he RA TR tna 


pamanna annii k PARANA ER Tet wri Ahn TrNHEt A HLHLAN YS AANANAN STEP TET PAILS LACTATE ALT ETT 


vision of the 1950 India-Nepal Friendship 
Treaty. New Delhi’s diplomats felt jilted 
when Prachanda broke with convention by 
not visiting India on his first overseas trip 
as prime minister but went to China to at- 
tend the closing ceremony of the August 
2008 Beijing Olympics. Since the Maoists 
came to power, Chinese officials have be- 
come frequent visitors to Kathmandu. A 
Chinese defense delegation arrived in De- 
cember 2008 and, in response to a request 
from Mr. Thapa, the Maoist defense minis- 
ter, pledged about $2.6 million in military 
assistance to the Nepal Army. That fol- 
lowed pledges totaling a similar amount 
agreed during separate visits to China by 
Mr. Thapa and Gen. Katawal. Meanwhile, 
Chinese companies are providing financing 
for several hydropower projects. 

The competition for influence between 
India and China came to a head in the days 
preceding Gen. Katawal’s dismissal. In- 
dia’s ambassador to Nepal, Rakesh Sood, 
met with Prachanda at least three times as 
the dispute escalated. According to press 
reports, Mr. Sood told Prachanda that the 
army chief’s dismissal could provoke the 
collapse of the Maoist-led government. A 
graduate of the Indian Military Academy, 
Gen. Katawal was considered by India to 
be a key ally in Nepal. After his resigna- 
tion, Prachanda accused the CPN (UML)- 
led alliance of being controlled by foreign 
powers in an obvious reference to India. 
Meanwhile, China’s role in the affair has 
also been criticized, with the Maoists’ op- 
ponents alleging that China encouraged 
Prachanda to dismiss Gen. Katawal in a 
bid to extend its influence. 

The Maoists must fully commit to the 
democratic process, by ending the vio- 
lence still perpetrated by their affiliates. 
Meanwhile, the cpn (UML) and its allies 
must recognize that recourse to dubious 
constitutional means to exclude the for- 
mer rebels from power is no way to 
strengthen democracy. ii 
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Raising the Stakes 


In Burma 


by Ian Holliday 





N MAY 18, a closed court 
inside Rangoon’s notori- 
ous Insein Prison assem- 
bled for the trial of Aung 
San Suu Kyi, opposition 
leader, Nobel Peace Prize laureate, and re- 
pository of hope for Burmese near and far. 
The charge was violation of the terms of 
the house arrest to which the democratic 
icon has been subjected on and off for 
nearly 14 of the past 20 years. The circum- 
stance that provoked it was a nocturnal 
swim across Inya Lake by American ad- 
venturer John Yettaw, who washed up at 
Daw Suu’s dilapidated University Avenue 
villa on May 3. He was grudgingly allowed 
to recuperate for a day or two before re- 
turning across the lake into the custody of 
what pass for the forces of law and order 
in Burma. The sentence, should a guilty 
verdict be found, could be a prison term of 
up to five years. Also arraigned alongside 
Aung San Suu Kyi in Criminal Case No. 
47/2009 were her two female companions 
for her period of house arrest and the 
stranger in the night. 

The initial reaction to this latest twist 
in the long-running Burma saga was out- 





rage. Close to Insein Prison, brave huddles 
of largely silent witnesses gathered under 
the watchful eye of a heavy security pres- 
ence. In downtown Rangoon and some 
other cities, small scale acts of protest 
were launched. In the world outside a 
wave of revulsion gained expression in 
street marches, an ongoing signature cam- 
paign, celebrity sound bites, and official 
rebukes from the United Nations Security 
Council and numerous governments. Un- 
usually, some states in Burma’s neighbor- 
hood also issued condemnations, though 
the key Asian powers, China and India, 
maintained their customary silence on 
Burma’s internal affairs. The common call 
sent up by all voices was for paramount 
leader Senior General Than Shwe and the 
ruling State Peace and Development Coun- 
cil to free both Aung San Suu Kyi and a 
further 2,100 political prisoners so that 
national reconciliation talks and a genuine 
transition to democracy might take place. 

Alongside this storm of indignation and 
protest, there was also a broad feeling that 
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the pretext for Than Shwe to move against 
Aung San Suu Kyi was unbelievably and 
unbearably ill-timed. Even by its own laws, 
the junta appeared to have no legal mecha- 
nism for extending the house arrest of the 
National League for Democracy leader. Im- 
posed following the Depayin massacre of 
May 2003, when around 100 NLD support- 
ers were murdered in a premeditated at- 
tack on Aung San Suu Kyi’s convoy, and 
customarily extended at the end of May 
each year, this was widely believed to have 
an immutable six-year 
expiry date of May 27. 
The appearance, from 
nowhere, of an Ameri- 
can intruder bearing 
gifts, Mormon books 
and prayers looked to 
be a heaven-sent op- 
portunity for the junta 
to press fresh charges 
and reset the clock on 
its famous captive. 
With a tightly choreo- 
graphed general elec- 
tion scheduled for 2010, 
and Aung San Suu Kyi 
still a potent political 
threat, most analysts 
predicted a perfuncto- 
ry trial, a premeditated verdict and a harsh 
sentence. “Everyone is very angry with 
this wretched American,” said NLD lawyer 
Kyi Win. “He is the cause of all these prob- 
lems. He’s a fool.” 

By May 20, the third day of the trial, 
however, it was already clear that locking 
up the opposition leader and throwing 
away the key for another five years was not 
going to be easy. On this day, the junta 
sought to still the raging storm of global 
protest by briefly opening the trial to 29 
foreign diplomats and 10 Burmese journal- 
ists. “I hope to meet you again in better 
times,” Daw Suu said as she was led back 
to her cell. But this minor concession did 
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little to placate the junta’s critics. In a BBC 
interview, British Ambassador Mark Can- 
ning denounced the proceedings as a “show 
trial.” On cNN, U.N. Secretary-General Ban 
Ki-moon decried an “unacceptable situa- 
tion” and pledged to visit Burma “as soon 
as possible” to “urge again the release of 
political prisoners including Aung San Suu 
Kyi.” The consequence was that by May 21, 
day four of the trial, it was not the opposi- 
tion but rather the junta that was lament- 
ing Mr. Yettaw’s unanticipated intervention 
in Burmese politics. Ac- 
cording to Foreign 
Minister Nyan Win, 
this was “synchronized 
foul play” by “internal 
and external antigov- 
ernment elements” de- 
signed to embarrass 
and distract the re- 
gime. 

At a time when all 
can see that the stakes 
have been raised in 
Burmese politics, what 
then might be the fall- 
out from the Yettaw in- 
cident? For years, Than 
Shwe and Aung San 
Suu Kyi have engaged 
in an almost ritualistic stand-off, with the 
paramount leader projecting xenophobic 
nationalism and condemning all foreign 
influence, and the democratic siren ap- 
pealing to universal values and demanding 
that her country rejoin the global society 
of nations. As one holds Weber’s monopo- 
ly on violence and exhibits few qualms 
about exploiting it, and the other occupies 
the moral high ground and shows no sign 
of vacating it, an established routine plays 
itself out. Little ever changes. Will this 
time be any different? Some 20 years on 
from Aung San Suu Kyi’s first confinement 
under house arrest in July 1989, might an 
end game finally ensue? 
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On the side of the ruling spc, the at- 
tempt to break free from the moral shack- 
les in which Aung San Suu Kyi has long 
encased it resides above all in the 2010 
general election. This is the culmination 
of a two-decade junta search for political 
legitimacy that, as a result of global pres- 
sure, is informed by the dominant liberal 
view that legitimacy flows from democrat- 
ic elections. In the immediate aftermath 
of a September 1988 coup, which saw a for- 
mal junta seize control from a collapsing 
military-backed regime and quickly crush 
the mass movement associated with the 8- 
8-88 revolt, senior generals promised to 
hold elections and transfer power to an 
elected government. However, their first 
attempt to deliver on this promise did not 
go to plan and, long before the May 1990 
general election was won in a landslide by 
the NLD, junta leaders had substituted for 
their pledge a commitment to convene a 
constitutional convention. In the event, 
they did not even do that until 1993, and 
then they stuffed the assembly with cro- 
nies and denied seats to many NLD mem- 
bers elected in 1990. 

Nevertheless, the convention labored 
through an NLD boycott and a lengthy sus- 
pension of activity to produce a constitu- 
tion that was put to a national referendum 
soon after Cyclone Nargis struck the Ir- 
rawaddy Delta in May 2008. The declared 
result, an implausible 92% support on a yet 
more implausible 98% turnout, enabled 
the junta to move to the general election 
that since August 2003 has formed the 
centerpiece of a seven-stage roadmap to 
democracy. That election, scheduled for an 
as yet unspecified date next year, is widely 
expected to produce a handsome victory 
for junta-backed parties. Then a formal 
power transfer will take place, and a con- 
stitutional government will take office. In 
this scenario, the end game is a transition 
to what the junta calls discipline-flourish- 
ing democracy, in which discipline is gen- 
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erated by ample constitutional safeguards 
for military control, and democracy is 
guided down a very narrow path. Implic- 
it in it will be a final laying to rest of the 
specter of 1990. 

On the side of the opposition, the at- 
tempt to overturn the monopoly of vio- 
lence long held by Than Shwe is in key 
respects the obverse of junta strategy. 
Possessed of a moral mandate ever since 
the brutal crushing of the 1988 mass up- 
rising, and of a popular mandate ever 
since the landslide victory in 1990, the op- 
position has for nearly 20 years appealed 
for implementation of its electoral tri- 
umph. It thus demanded a swift transfer 
of power in 1990, majority representation 
in the constitutional convention in 1993 
and the convening of the 1990 parliament 
at many points thereafter. More recently, 
it has sought national reconciliation talks 
designed to bring together democratic 
forces, ethnic minority leaders and the 
military junta in a shared quest for genu- 
ine democratic reform. By extension, lead- 
ing figures in the opposition movement 
are widely expected to call for a boycott 
of the 2010 general election, which they 
regularly denounce as a sham. 

Furthermore, finding that typically 
their demands are not even partially met, 
leading opposition figures have frequent- 
ly supported external measures designed 
to force the junta to fall in line with their 
agenda. Chief among these are sanctions, 
applied comprehensively by the United 
States and no more than half-heartedly by 
some of its allies. In this scenario, the end 
game is a suspension of plans for a 2010 
general election. In place of the generals’ 
roadmap will emerge an elite-led national 
debate about liberal democracy in a Bur- 
mese setting, and possibly an interim gov- 
ernment formed from the 1990 election 
result and charged with overseeing a full 
transition to democracy. Implicit in it will 
be not a slaying of the dragon of 1990, but 
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rather its revival through an inclusive na- 
tional reconciliation process. 

How, then, does the trial of Aung San 
Suu Kyi impact on these contending strat- 
egies and end games? In proceeding 
against the NLD leader, the junta has upped 
the ante on what has always been a dual 
bet. Internally, it figures that putting its 
nemesis behind bars for a lengthy period 
will minimize the risk of nasty surprises 
on the road to 2010. Externally, it assumes 
that key regional players will once again 
be sufficiently tolerant, indifferent or cra- 
ven to ensure that the chorus of disapprov- 
al raining down from the U.S. and its allies 
will fall on deaf ears in its neighborhood, 
and allow it to continue to unfold its road- 
map to discipline-flourishing democracy. 

On both counts, the junta’s bet could be 
shrewd. On the first, it has long been clear 
to the generals that Aung San Suu Kyi is a 
far more potent domestic force when free 
than when incarcerated, and that almost 
any amount of foreign censure is worth tol- 
erating to keep her out of the public arena. 
On the second, with China and India vying 
for strategic influence and many regional 
players seeking access to abundant re- 
source holdings and preferring not to see 
instability in Burma, the junta’s strategy 
has invariably been winning. It is true that 
following harsh military repression of the 
saffron uprising in September 2007, China 
allowed some criticism to flow from the 
U.N. Security Council and worked behind 
the scenes to open up a modicum of access 
for a U.N. envoy. Also, in the wake of Cy- 
clone Nargis in May 2008, the Association 
of Southeast Asian Nations prevailed upon 
the sppc to join it in forming a trilateral 
partnership with the U.N. to facilitate hu- 
manitarian access to affected regions. On 
the whole, however, the junta has not been 
forced outside its comfort zone. 

Faced with the junta’s raised stakes on 
this dual wager, opposition forces both in- 
side and outside Burma thus have their 


work cut out to ensure that the patent non- 
sense of Aung San Suu Kyi’s trial backfires 
and exposes the sppc for what it is: power- 
hungry, paranoid and corrupt. To bring 
this beguiling prospect into sharper and 
closer relief, they must seize the chance 
the show trial has given them. 

Inside Burma, a lengthy prison term 
for the NLD leader could trigger some pro- 
test. While always fraught with immense 
danger in the sppc’s garrison state of fear, 
renewed street demonstrations cannot be 
ruled out. Furthermore, any action in the 
democracy arena could have repercus- 
sions elsewhere. At present, the junta is 
enmeshed in delicate negotiations with 
minority ethnic groups aimed at incorpo- 
rating their militias into the national army 
as border patrols, and channeling all po- 
litical activity into parties contesting the 
2010 election. However, the challenges it 
faces on this front may not be containable, 
particularly if unrest is building in other 
parts of the polity. Indeed, at that point 
even an army revolt is conceivable. Knock- 
on impacts that could undermine the jun- 
ta’s carefully scripted political development 
and force it to compromise with the pro- 
democracy movement and minority ethnic 
groups are no longer unthinkable. 

Outside Burma, the critical task is to 
build real pressure on the sppc to pull back 
from its unyielding pursuit of a self-serv- 
ing political agenda. Here, the key issue 
remains unchanged: convincing China of 
the need for substantive reform. It is now 
well understood that this will not be done 
by documenting human-rights violations 
in extrajudicial killings, forced labor and 
pervasive repression, denouncing Burma’s 
democratic deficit, or exposing the endem- 
ic corruption of a kleptocratic regime. 
What could trigger a rethink in Beijing is, 
however, the looming prospect of unrest, 
disorder and violence on China’s south- 
western frontier. 

Moreover, following a series of trou- 
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bling events, such as the abrupt and unex- 
plained shift of the Burmese capital to 
Naypyidaw in November 2005, the crude 
crushing of the saffron uprising in Septem- 
ber 2007, and the callous early response to 
the humanitarian emergency created by 
Cyclone Nargis, it is possible that Beijing 
could be persuaded to look for alternative 
ways forward. It is already said that Chi- 
nese leaders do not share the junta’s view 
of Aung San Suu Kyi as a stooge of foreign 
powers bent on imposing neoimperialist 
control on Burma. From here it is not such 
a large step to a gradual process of medi- 
ated change that allows 
the junta to retain con- 
trol in the medium 
term, but also sees op- 
position forces and mi- 
nority ethnic groups 
incorporated into the 
political process. 

For Western powers 
publicly committed to 
reformulating their Burma policies, and 
for Asian powers more than usually dis- 
comfited by the odious junta in their midst, 
a critical phase is thus opening up. The 
treatment meted out to Aung San Suu Kyi 
means that Western states cannot be ex- 
pected to dismantle their political and 
economic sanctions. In fact, they are now 
being augmented. At the same time, how- 
ever, sanctions can be partnered by fresh 
initiatives. 

In the political realm, the aggressive di- 
plomacy increasingly advocated in the U.S. 
would be welcome. Such diplomacy should 
seek to bring China and other Asian powers 
into a united front designed to engage not 
only Burma’s generals, but also its people 
led by the democratic opposition and mi- 
nority ethnic groups, in a national debate 
about substantive political reform. Also ur- 
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Asian powers, 
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gently needed is a total rethink of aid poli- 
cles aimed at enhancing humanitarian 
access to a population with less support 
than any needy citizenry on earth. Ulti- 
mately, once key way markers have been 
reached, economic sanctions must also be 
dismantled, and enlightened global corpo- 
rations advertising a broad commitment to 
social responsibility must be encouraged to 
invest in Burma to help build an economic 
foundation for sustainable democracy. 

None of this will be easy, for isolation- 
ist policies crafted over two decades by 
states in the U.S. orbit have had the intend- 
ed effect of severing 
contact between Bur- 
ma and key parts of the 
outside world. Indeed, 
at the end of so much 
separation and stale- 
mate, Burma’s most 
probable political fu- 
ture may well be more 
of the same. It remains 
entirely possible that the junta will suc- 
ceed in extending its incarceration of Aung 
San Suu Kyi, rolling out its general elec- 
tion, manipulating the vote and the out- 
come, and installing in power a civilian 
version of itself. While this would repre- 
sent some change, and put in place a set of 
political institutions with the potential for 
further growth, it would not be the para- 
digm shift sought by so many. Equally, 
however, by raising the stakes in its titan- 
ic struggle with the NLD leader, the junta 
has exposed itself to the risk that events 
could finally spiral out of control. 

Either way, building bridges into Bur- 
ma remains the essential task, both to open 
a closed and fettered nation to diverse voic- 
es and influences, and to provide a helping 
hand for what is only ever going to be a dif- 








Responding to Kim’s 
Latest Provocation 





North Korea’s May 25 nuclear test have pushed the rogue regime back 
to the top of the global agenda. Charles Armstrong and Don Kirk look 


at how Washington and Seoul can respond. 


A Realist Approach 


to North Korea 
by Charles K. Armstrong 


N MAY 22, the Film Forum in New 
fe) York screened a newly restored 
print of Stanley Kubrick’s 1964 
Cold War classic, “Dr. Strangelove, Or 
How I Learned to Stop Worrying and Love 
the Bomb.” This black comedy of nuclear 
madness and apocalyptic obsession 
seemed perfectly timed for North Korea’s 
second nuclear test just three days later. In 
particular the image of wild-eyed foreign 
policy advisor Dr. Strangelove, one of sev- 
eral characters played by Peter Sellers in 
the movie, could almost be a stand-in for 
Kim Jong Il, whom the media never tires 
of calling “unpredictable” and a “mad- 
man.” Supposedly, however, Kubrick based 
Dr. Strangelove, Teutonic accent and all, 
on Henry Kissinger. 
Some time ago’a high-ranking North 
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Korean Foreign Ministry official met with 
the real Dr. Kissinger in New York for an 
off-the-record discussion of foreign policy 
matters. According to eyewitness ac- 
counts, the official suggested that, despite 
the current hostility between North Korea 
and the U.S., the two countries had a com- 
mon interest in preventing the rise of a 
new hegemonic power in Asia, i.e. China. 
Therefore, based on a Kissingerian prin- 
ciple of realpolitik, wouldn’t it be logical 
for Pyongyang and Washington to put 
aside their differences and form an alli- 
ance against an emerging Chinese domi- 
nation of the region? Kissinger reportedly 
remarked that this was an interesting idea, 
but remained non-committal. 

North Korea’s nuclear test and missile 
launches of recent weeks have taken much 
of the world by surprise, creating fear, con- 
sternation and bewilderment from Seoul to 
Tokyo to Washington. Once again, Pyong- 
yang has gone off the rails and recklessly 
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endangered its neighbors, the international 
order and its own security. Once again, it 
seems, Kim Jong Il has acted like the mad 
Dr. Strangelove, this time (as with the first 
nuclear test of October 2006), not just with 
missiles but with nuclear weapons. 

In fact, North Korea may be less like 
Dr. Strangelove and more like Dr. Kissing- 
er: “realistic” to a fault, seeing the world 
purely in terms of power politics. Like So- 
viet leader Joseph Stalin, whom Mr. Kim’s 
father Kim Il Sung greatly admired but 
whose hyper-realism invited both the Nazi 
invasion in 1942 (surely Hitler didn’t be- 
lieve his own ideology?) and a proxy war 
with the U.S. in Korea in 1950 (surely 
South Korea wasn’t worth America de- 
fending?), Kim Jong II may be too much of 
a realist for his own good. 

Common stereotypes to the contrary, 
Mr. Kim and his country are not mad; their 
behavior follows a rather consistent if id- 
losyncratic logic. Only by trying to com- 
prehend the North Korean view of its 
security interests, and how Pyongyang’s 
recent actions follow from that view, can 
we understand how we got to this danger- 
ous point, pull back from the precipice and 
restore some semblance of peace on the 
Korean peninsula. This will not be easy, 
given the almost universal approbation 
North Korea’s recent actions have invited, 
but the stakes have never been higher. 

Many commentators have linked North 
Korea’s latest nuclear saber-rattling to an 
alleged succession crisis within the Kim re- 
gime. Mr. Kim’s apparent stroke last year, 
which caused him to disappear from public 
view for some months, and his appearance 
of frail health since his re-emergence, un- 
derscores the need to establish a successor 
before he passes from the scene. 

There is some evidence that he is pre- 
paring his youngest son Kim Jong-un to 
replace him, possibly with brother-in-law 
Jang Song-taek as regent. According to 
this interpretation, North Korea’s nuclear 


test, missile launches and increasingly bel- 
licose rhetoric are signs that Kim his try- 
ing to prove his toughness to the military, 
or that the military is now in charge, or 
that various individuals and factions with- 
in the leadership are engaging in militaris- 
tic one-upsmanship. 

What we do know from past experi- 
ence is that North Korea has engaged in 
this kind of brinkmanship in order to push 
forward its agenda with the U.S. And, un- 
fortunately, this tactic has worked: The 
stalled Agreed Framework talks begun in 
1994 got a boost after North Korea fired its 
Taepodong rocket in 1998; the six-party 
talks begun in 2003 reached a more sub- 
stantive agreement after the missile and 
nuclear tests of 2006. 

The latest belligerence follows another 
breakdown of the denuclearization talks 
at the end of 2008. The Obama administra- 
tion had essentially ignored North Korea 
since coming to office. Now Pyongyang 
has its attention. 

What does North Korea want? Perhaps 
it wants to be internationally accepted as 
a de facto nuclear power, like Pakistan or 
Israel. With little else to boast about, eco- 
nomically weak and politically isolated 
North Korea can at least claim member- 
ship of the select club of nuclear-weapons 
states, which has the benefit of deterring 
any potential attack on its sovereignty. 
Fundamentally the North Korean regime 
wants to be assured of its own survival, to 
be relieved of the threat posed to its po- 
litical system by hostile outside forces, the 
United States above all. 

Pyongyang might have achieved this se- 
curity through a peace agreement with the 
U.S. to replace the Korean War armistice, 
an explicit aim of the six-party agreement 
of September 2005. Pyongyang still says 
such an agreement is its goal. But the North 
Korean leadership seems to have reasoned 
that a quicker and more certain means to 
security is a nuclear deterrent. 
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This is one clear (if unintended) lesson 
of the U.S.-led invasion of Iraq in 2003: 
Lack of a robust and explicit nuclear deter- 
rent leaves one vulnerable to American at- 
tack. At this point it will be very difficult to 
persuade North Korea to give up its nuclear 
weapons and return to peace talks. But it is 
not impossible, and a negotiated solution is 
still better than the alternatives. 

It is often said that diplomatic agree- 
ments with North Korea are meaningless 
because Pyongyang always reneges. But 
nuclear talks with Pyongyang have had 
some success in the past. For more than 
eight years, from October 1994 until the 
Agreed Framework 
broke down in 2003, 
North Korea froze its 
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[Like Soviet leader 


the consequences would be even worse. 

Sanctions and pressure have never suc- 
ceeded in getting Pyongyang to change its 
ways, and even if China and Russia agree 
to implement new U.N. sanctions it is far 
from certain that they will work this time. 
This leaves, once again, returning to nego- 
tiations both bilaterally between Pyong- 
yang and Washington, and multilaterally 
through the six-party talks. 

The goal of these talks must go beyond 
the elimination of Pyongyang’s nuclear ar- 
senal. We may already be past the point of 
North Korea giving up its nuclear deter- 
rent, and for the time being will have to live 
with a nuclear North 
Korea. But ultimately, 
viewing North Korea 
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Korea stopped repro- 

cessing nuclear fuel, released an unprec- 
edented amount of information about its 
nuclear program to the U.S., and began 
dismantling its nuclear facilities at Yong- 
byon. But by autumn 2008, disagreements 
over verification procedures and timing 
led to a breakdown in the six-party talks, 
and by the end of the year North Korea had 
kicked out U.N. inspectors and threatened 
to restart its nuclear reactor. 

As in previous crises, there are three 
broad approaches available to the U.S. to- 
day: a military response, economic sanc- 
tions and negotiations. A military response 
is simply not on the table, and to its credit 
the Obama administration has not suggest- 
ed that it is. Even before North Korea pos- 
sessed nuclear weapons, attacking that 
country would have precipitated a catastro- 
phe for the Northeast Asian region. Now 


the result of its ongoing 
conflict with the U.S., not the cause. There- 
fore the goal of dealing with Pyongyang 
should be to eliminate the root cause of the 
current crisis: the state of war. 

After almost 60 years the Korean War 
must end, and the goal of new talks should 
be to transform the current armistice 
swiftly and decisively into a new peace 
agreement. Diplomatic normalization be- 
tween Washington and Pyongyang (as 
well as Tokyo and Pyongyang) would es- 
tablish the channels by which other issues, 
including North Korea’s denuclearization, 
could be negotiated and achieved. 

Dr. Kissinger suggested such a normal- 
ization formula more than 30 years ago. 
Like the Clinton and Bush administrations, 
President Obama must rely on diplomacy, 
not threats and pressure, to change North 
Korea’s behavior. That is true realism. 7 
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The Death of the Sunshine Policy 


by Donald Kirk 


ITH NORTH KOREA’S second nu- 
W \ j clear test on May 25, South Ko- 

rea’s Sunshine Policy has faded 
into a sunset of recriminations and threats 
that diplomats had been working assidu- 
ously to avoid ever since North Korea for- 
mally withdrew from the nuclear 
non-proliferation treaty six years ago in 
April 2003. The tragedy of the Sunshine 
policy, and all efforts at getting North Ko- 
rea to give up its ambition to become a nu- 
clear power, is that the same pattern repeats 
over and over: After seeming break- 
throughs, terrible disillusion sets in. So 
how did the final breakdown occur? 

After his inauguration in February 
2008, South Korean President Lee Myung 
Bak seemed doubtful about the efficacy of 
agreements reached with North Korea. 
However, Mr. Lee did not specifically dis- 
avow any of them, including those conclud- 
ed under the six-party talks. Rather, unlike 
either his predecessors Kim Dae Jung and 
Roh Moo Hyun, Mr. Lee simply insisted 
that North Korea submit to “verification” 
of whatever it claimed to have been doing. 
In return, he assured North Korea of re- 
wards beyond those promised in the previ- 
ous deals. His goal, he said, was to elevate 
the per capita gross domestic product of 
North Koreans to $3,000 a year, which 
some said would be triple its current level 
but might represent a greater increase. 

North Korea refrained from castigating 
Mr. Lee during his campaign but began a 
steady drumbeat of criticism after he or- 
dered withholding further shipments of 
“humanitarian aid,” i.e. rice and fertilizer, 
which the North was accustomed to getting 
at the rate of several hundred thousand 
tons a year. 





There was also the issue of human 
rights. The rationale for Kim Dae Jung and 
Roh Moo Hyun to fail to mention the 
North’s abysmal human rights record was 
that it was necessary first to reconcile 
North-South differences. That reasoning, 
however, appeared ever more threadbare as 
refugees exposed North Korea’s horrific 
abuses. Mr. Lee promised to reverse the 
policy of abstaining from voting on resolu- 
tions in the United Nations condemning 
North Korea’s human rights record, mak- 
ing good on this pledge when the South Ko- 
rean representative at the U.N. Human 
Rights Council in Geneva voted in March 
2008 in favor of a resolution expressing 
concern about “systematic, widespread and 
grave violations of civil, political, economic, 
social and cultural rights” in the North. 

After a decade of false optimism, harsh 
realities permeated the aura of good-will 
engendered by North-South agreements. 
The Bush administration, having demand- 
ed “complete, verifiable, irreversible dis- 
mantlement” of North Korea’s nuclear 
program, gave up using that term but was 
not willing to abandon the goal. It became 
clear that the next U.S. president eventu- 
ally would have to face the North’s refusal 
to come’ clean on its uranium program, 
highly enriched or not. 

North Korea on June 26, 2008, handed 
over some 18,000 pages of largely useless 
documents, dutifully hauled in boxes from 
North to South Korea through the truce vil- 
lage of Panmunjom. Then, on June 27, on 
the advice of American “friends” advising 
the North Koreans on how to bamboozle 
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dumb Americans, the North went through 
the made-for-Tv charade of blowing up an 
outmoded 66-foot-high cooling tower at its 
Yongbyon complex. 

The demolition of the cooling tower was 
top news globally. Christiane Amanpour, 
the CNN star, reported breathlessly on her 
“exclusive” access in interviews in Pyong- 
yang, befitting CNN’s tradition as an outlet 
for North Korean propaganda. U.S. Nation- 
al Security Adviser Gordon Johndroe was 
overjoyed. “This is what action for action is 
all about,” he crowed. 

But in this case “action for action” was 
really about removing North Korea from 
the U.S. list of nations sponsoring terror- 
ism. The State Department’s pinning the 
terrorism label on North Korea was seen as 
part of the North’s “image problem,” anoth- 
er reason that North Korea was a pariah 
among nations. Never mind that North Ko- 
rea had never acknowledged, much less 
apologized, for blowing up a Korean Air 707 
over the Indian Ocean in 1987, killing all 115 
people aboard, the reason why North Korea 
made the list. Never mind the killing of 21 
people in an attempt to knock offthen Pres- 
ident Chun Doo Hwan in Rangoon, the 
Myanmar capital, in 1983. Never mind a 
long list of episodes along the demilitarized 
zone between the two countries, and never 
mind the kidnapping of hundreds of people, 
most of them South Korean fishermen but 
also a much smaller number of Japanese. 

Not counting whatever was still hap- 
pening to the hundreds of lost souls kid- 
napped or captured and still in the North, 
those events were history. The United 
States, in the interests of getting rid of a nu- 
clear threat that might wipe out millions, 
was ready to let bygones be bygones. U.S. 
Secretary of State Condoleezza Rice, on 
Oct. 11, 2008, signed the paper taking North 
Korea’s name from the list after Bush 
agreed that North Korea had shown its 
willingness to cooperate at least in princi- 
ple on the tricky issue of “verification.” 
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The decision may have been right for 
one reason. Whatever North Korea might 
or might not do, the U.S. could claim to have 
done whatever it could to soothe hurt feel- 
ings. But the decision, ina larger sense, was 
ridiculous. North Korea would never come 
clean on “verification,” and Kim Jong Il 
would never give up the nuclear weapons 
already fabricated from weapons-grade 
plutonium at Yongbyon. Nor would North 
Korea consider destroying the sites from 
which it test-fired missiles or show anyone 
around the site of its first underground nu- 
clear test. As for facilities scattered around 
the country for developing nuclear war- 
heads with enriched uranium, they were 
not even up for discussion. The six parties 
held their last talks in December 2008. 
They were never to meet again. 

The latest act in the recurring drama of 
North Korean posturing, threats and con- 
frontation had already begun. Fear of cracks 
in the system contributed to the severity 
with which North Korea isolated two en- 
claves of North-South cooperation that had 
appeared as openings to much wider rela- 
tionships with North Korea. One was the 
industrial complex at Kaesong next to the 
Panmunjom truce village about 40 miles 
north Seoul where 40,000 North Korean 
workers labored in light industrial plants 
operated by 100 companies. Then there was 
the tourist zone at Mount Kumgang, whose 
10,000 granitic peaks loomed above the 
North-South line on the eastern side of the 
peninsula. Both zones had to be hermeti- 
cally sealed. When a 53-year-old South Ko- 
rean housewife inadvertently wandered 
outside the limits of the zone to watch the 
sunrise on July 4, 2008, she was shot and 
killed by guards. North Korea issued a for- 
mal apology but demanded an apology from 
South Korea. President Lee then forbade 
South Koreans from entering the zone, 
which had been accepting tourists from the 
South since November 1998. 

As the Kaesong complex expanded, 
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drawing workers from throughout the 
country, the possibility existed for spread- 
ing South Korean and other foreign influ- 
ence. In December, North Korea stopped all 
traffic on the railway between the two 
countries, built with South Korean money 
after years of negotiations, and banned en- 
try for all but 880 of the 4,000 South Kore- 
ans who had permits to work as managers 
and technicians in the Kaesong complex. 
The same order reduced by 50% the trips 
by trucks hauling supplies from South Ko- 
rea and carrying finished products back to 
the South. 

North Korea at the 
same time informed 
Hyundai Asan, the 
Hyundai group subsid- 
lary responsible for 
building both the Kae- 
song and Mount Kum- 
gang zones, of 
suspension of bus tours 
from South Korea to the city of Kaesong, 
capital of the Koryo dynasty that held 
sway over most of the Korean peninsula 
for nearly 500 years before the advent of 
the Chosun Dynasty in 1392. North Korea 
charged that “the South Korean puppets 
are still hell-bent on the treacherous and 
anti-reunification confrontational racket” 
and that “inter-Korean relations will en- 
tirely depend on the attitude of the South 
Korean authorities.” 

Three months later, on March 30, the 
North Koreans arrested a Hyundai Asan 
engineer inside the Kaesong zone, appar- 
ently for flirting with a waitress, urging her 
to come south with him. South Korean au- 
thorities demanded access to ask him what 
had happened. The North ignored their 
pleas and refused to release him. 

One more reason for North Korean 
wrath was that three groups of North Ko- 
rean defectors to South Korea were regu- 
larly launching balloons, dropping 1.5 
million leaflets over the North by the end of 
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[After repeated cycles of 
breakthroughs and dis- 
illusion, the Sunshine 
Policy ended much as 


it began, as farce. | 
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2008. The leaflets focused on Kim Jong Il, 
the stroke that he was reported to have suf- 
fered in August 2008, and violations of hu- 
man rights. Printed on thin plastic sheets 
that endured after falling on fields and for- 
ests, the leaflets mingled “hidden” details 
of Kim’s private life with explanations of 
the Korean War. South Korean authorities 
asked the defectors to stop dropping the 
leaflets after North Korea lodged a heated 
protest in a brief meeting requested by 
North Korea at Panmunjom, but defectors 
continued to fire them off. South Korea was 
reluctant to force an 
end to the leaflet drops, 
citing freedom of 
speech, but said that 
schemes to drop North 
Korea’s own currency 
into North Korea violat- 
ed currency laws. 
Meanwhile, a rising tide 
of defectors, now num- 
bering more than 15,000, as well as calls on 
illegal cellphones or contacts via China, 
deepened fissures inside the North. 

The fear of spreading South Korean in- 
fluence was no doubt one reason Kim Jong 
Il was compelled to get tough. The other 
reason may have been his fear, at 67, that he 
might not have that much longer to live af- 
ter years of cavorting with Swedish women 
and imbibing French cognac. Against this 
background reports surfaced that North 
Korea was about to launch a new version of 
the Taepodong-2 missile, purportedly to 
put a satellite into orbit. The missile trav- 
eled 2,000 miles, nearly half the distance it 
would have to go to strike the Hawaiian Is- 
lands or Alaska. After the satellite, or the 
mock-up of a fake satellite, fell into the Pa- 
cific along with the missile, all that mat- 
tered was that North Korea had marked 
another milestone in its missile capabilities. 
Kim Jong Il four days after the launch ap- 
peared briefly before wildly cheering mem- 
bers of his Supreme People’s Assembly 


A A titrate RRA NTA di il to ety PY I gg A aranana an 


looking a shadow of his old feisty self. 

Then, to buttress his power still further, 
Kim’s scientists and engineers staged their 
second underground nuclear test on May 
25. The story of the sunset of Sunshine, 
though, was not quite over. The test con- 
vinced South Korea that now was the time 
to join the U.S.-inspired Proliferation Secu- 
rity Initiative, brainchild of John Bolton 
and other neo-cons during the Bush admin- 
istration. South Korea became Ps1’s 16th 
member, dedicated to stopping rogue states 
such as North Korea from exporting missile 
components and technology. 

Theoretically, under ps1 South Korea 
could board and blockade North Korean 
vessels carrying suspect cargo. Although 
South Korean leaders repeatedly said they 
would never stop North Korean vessels un- 
less they intruded into South Korean wa- 
ters, North Korea seized upon the South’s 
joining PSI as a “declaration of war” and 
promised terrifying if unspecified reprisals 
if the South dared stop one of its vessels. 
Whatever the pretext, North Korea sees the 
Yellow Sea as a virtual free fire zone, chal- 
lenging the Northern Limit Line as before 
and claiming sovereignty over five small is- 
lands held by South Korean forces ever 
since the Korean War. 

North Korea’s escalation of the North- 
South standoff to its worst heights since the 
1994 nuclear crisis, when an outbreak of 
hostilities briefly appeared imminent, 
might appear ridiculous considering the 
costs for a regime unable to feed, cloth or 
care for its own people. If North Korea ap- 
peared largely to blame for the impasse, 
critics of President Lee held him responsi- 
ble as well. His ratings in the polls plum- 
meted as had his predecessor’s. 

The Sunshine Policy died much as it be- 
gan, as farce. In 2000, then President Kim 
Dae Jung’s administration paid about $500 
million in bribes to set up the initial summit 
with Kim Jong I] at which the two leaders 
clinked wine glasses. Two days before the 
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North’s second underground nuclear test, 
former President Roh Moo Hyun commit- 
ted suicide to escape corruption charges. 
Kim Jong Il sent condolences, an extraor- 
dinary gesture. He knew full well that Mr. 
Roh’s hard-core supporters were the same 
South Korean leftists who had kept the 
Sunshine burning for almost a decade in 
the face of almost constant betrayals from 
the North. Given the many huge miscalcu- 
lations of U.S. and South Korean diplomats, 
Mr. Kim may be hoping that yet more 
rounds of appeasement are still to come. 

If history is any guide, he may be right. 
Kim Jong I] may count on U.S. hesitation to 
respond decisively, militarily, to more tests, 
while drawing the United States into a two- 
sided dialogue instead of the six-party talks 
to which his regime has promised “never” 
to return. In such talks, the goal would be 
to get the United States to recognize North 
Korea as a nuclear power, a member of a 
global elite. From there he could pretend to 
consider reductions in nuclear strength in 
return for rejoining the non-proliferation 
treaty and promising “never” to use nucle- 
ar weapons—all while avoiding any com- 
mitment to full inspections, much less to 
jettisoning the six to a dozen warheads he’s 
already got. And of course, the North would 
demand a renewed program for enormous 
amounts of aid. 

In all such maneuvering, however, the 
greatest problem may be that of persuading 
China, North Korea’s only ally and source 
of food, fuel and fertilizer, to do more than 
pay lip service to condemnations of North 
Korea in the United Nations. China could 
turn the screws on the North by skimping 
on shipments of the aid that sustain the re- 
gime. The suspicion lingers that China may 
prefer see North Korea at odds with the 
U.S.., South Korea and Japan in a struggle 
to hold the balance of power, even at the 
risk ofa regional arms race. Such a strategy 
could complete the cycle from Sunshine to 
a dark night of nuclear terror. 1 | 
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Tame Taiwan? 


by Jonathan Adams 





T’S A MOMENTOUS change 
in East Asia’s financial land- 
scape. For the first time, 
Taiwan is opening its doors 
to Chinese money—both 
portfolio investment by Chinese institu- 
tional investors, and equity investment by 
Chinese firms. That’s one marker of how 
much cross-Strait relations have improved. 
Once on the brink of war, the two sides are 
now playing nice. China has softened to- 
ward the self-ruled island it views as a way- 
ward province. Since 2000, economic ties 
have tightened; that process kicked into 
high gear when the China-friendly Ma 
Ying-jeou took power one year ago. 

But with opening comes anxiety. Tai- 
wan’s pro-independence opposition warns 
that Mr. Ma is moving too fast, paying too 
high a political price and giving up key le- 
verage. Chinese money is just the latest ex- 
ample. By throwing the doors wide to 
Chinese investment, critics say, Mr. Ma is 
letting in a Trojan Horse. As China snaps 
up stakes in Taiwan firms, its sway over 
the island will grow apace. 

The government dismisses such fears. 
In a talk with foreign reporters last month, 





Tatwan’s top China policymaker Lai Shin- 
yuan said the government was committed 
to safeguarding the island’s interests. 
“Some protesters think our government 
will downgrade or sell out Taiwan’s sover- 
eignty,” said Ms. Lai, head of the Mainland 
Affairs Council. “We don’t agree—and we 
think this is political labeling. The accusa- 
tions are baseless.” 

To illustrate its vigilance, the govern- 
ment has borrowed an image from Chinese 
folk religion: the “door gods,” or menshen. 
These are a pair of tough-looking protector 
deities, whose images can still be found on 
the doors of older Taipei homes. The gov- 
ernment insists that like the door gods, it 
is keeping a watchful eye on all that enters 
and won’t let harm befall Taiwan. 

But try telling that to retired sports 
teacher Wu You-hong. “He [Mr. Ma] is 
hurting Taiwan’s sovereignty and human 
rights,” said Mr. Wu, standing witha group 
of protesters outside the legislature. “All 
of his policies are self-belittling. Taiwan is 
a country, but he’s turning it into a local 





ao Mr. Adams is a Taipei-based free-lance jour- 
nalist. 


, ee 


anmann a Aaea AA RANA RTE eA APLAR ATTIRE A MUL IAAT TY 


area [of China].” 

So is President Ma’s government guard- 
ing the doors, or dancing with the devil? 
The answer, of course, depends on your 
political stance. But behind that charged 
debate lies a real challenge for the island. 
China makes no secret that its ultimate 
goal is to absorb the island politically. So 
how will Taiwan preserve its democracy, 
amid the charm offensives, enticements 
and what’s likely to be a flood of invest- 
ment from the economic giant next door? 


Opening the Door 


BY OPENING TO Chinese money, Taiwan 
seeks to give its lagging economy a jolt. The 
export-dependent island has been hard-hit 
by the downturn, and the government sees 
China as a big part of the 
cure. The new policies 
will also correct a sharp 
imbalance in investment 
flows. Since the 1980s, 
Taiwanese have pumped 
$100 billion to $150 bil- 
lion into China, according 
to Taiwan’s Mainland Af- 
fairs Council. Meanwhile, 
aside from one special case (Lenovo’s pur- 
chase of the Taiwan unit of IBM), nary a 
yuan has come into Taiwan directly. 

That’s about to change. In late April, at 
the third round of cross-Strait talks in a 
year, the two sides inked a statement on 
financial cooperation. That was quickly 
followed by more concrete steps. Taiwan 
opened its capital markets to Chinese 
money in late April; China said it would let 
qualified domestic institutional investors 
invest in Taiwan from May 1. 

Taiwan then announced it was drafting 
a list of around 100 sectors to be opened to 
direct investment by Chinese firms. The 
list is still under review by Taiwan’s Cabi- 
net; economics officials hope to release it 
by late June and start taking applications 
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| Taiwan is set to let in 
Chinese investment for 
the first time. Is this 
the beginning of the 
end of its autonomy? | 


in July. Taiwan officials say the first sec- 
tors to be opened will include automobiles 
and auto parts, textiles, plastics, comput- 
ers, cell-phones, hotels, shipping, airways, 
herbal medicine, rubber and wholesale 
firms. The investment hype went into high 
gear on April 29, when news broke of a 
landmark deal: an agreement by China 
Mobile, the world’s largest carrier, to buy 
a12% stake in Taiwan’s Far EasTone Tele- 
communications for $544 million. 

Limits on indirect Chinese invest- 
ment—for instance, through Hong Kong or 
Cayman-Island subsidiaries of Chinese 
firms—are also easing. Just a year ago, Tal- 
wan demanded a time-consuming review 
process for any deal involving Chinese 
shareholders and often nixed such plans. 
Now, if a firm has less than 30% mainland 
Chinese investment, 
it will be treated like 
any other foreign 
firm, according to 
Emile Chang, an offi- 
cial with the Taiwan 
Ministry of Econom- 
ics’ Investment Com- 
mission. One example 
is Hong Kong’s Bank 
of East Asia, which wants to buy the Tai- 
wan securities unit of American Interna- 
tional Group. “Last year, we probably 
would have said no—we would disallow 
this case,” said Mr. Chang. “But this year 
we are reviewing it.” 

All of these changes are ringing alarm 
bells for Taiwan’s opposition Democratic 
Progressive Party. International Affairs 
Director Hsiao Bi-khim insisted her party 
also wanted more economic ties with Chi- 
na. Their problem is with the current pace 
of the opening, and the government’s 
opaque decision-making process. “We sup- 
port opening, but with greater caution,” 
said Ms. Hsiao. “The current government 
is moving too fast, and losing leverage in 
the process.” 
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Ms. Hsiao said her party doubts that the 
Taiwan government will be able to counter 
Beijing’s “strategic manipulation” of Chi- 
nese money. She said the government is na- 
ively brushing aside security concerns and 
isn’t looking out for Taiwan businesses’ in- 
terests. For example, the government 
should conduct an industrial impact assess- 
ment on all the sectors that are set to be 
open to Chinese money to ensure such 
opening will benefit Taiwan. 

President Ma’s decision-making process 
comes in for especially cutting criticism. 
The ppp calls cross-Strait talks “black-box 
negotiations,” because the participants and 
locations are well-kept secrets. The public 
meetings, such as the one in Nanjing in 
April, only formalize deals that were al- 
ready struck before, under mysterious cir- 
cumstances. So far, agreements with China 
have not been subject to legislative review, 
Ms. Hsiao pointed out, despite efforts by 
the legislative speaker, from Mr. Ma’s own 
party, to set up a cross-Strait affairs work- 
ing group. 

Technically, cross-Strait agreements 
don’t require legislative approval—they 
become law within 30 days of being inked, 
unless rejected by the legislature. (Some 
related changes to regulations do require 
legislative approval, however, such as 
opening public construction projects to 
Chinese money). Therefore, Mr. Ma says, 
no oversight is needed. He insists all deals 
so far are strictly economic, and have not 
touched on politics. 

But the DPP points out that the deals Mr. 
Ma’s government is inking, such as opening 
Taiwan to Chinese money, have security 
implications. “Here we are at the front line, 
with 1,000 [Chinese] missiles pointed at us, 
and yet the government is doing nothing to 
protect our strategic sectors,” said Ms. 
Hsiao. “There are a lot of potential prob- 
lems we can foresee, especially in sectors 
like telecoms and energy. Essentially we’re 
handing over our lifeline to China.” 
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Obstacles Remain 


YET THE OPENING to Chinese investment 
isn’t quite as far-reaching as it might ap- 
pear. Interviews with officials here show 
that Chinese money will still face a gaunt- 
let of regulations and red tape—particu- 
larly when it comes to sensitive sectors 
like those Ms. Hsiao mentioned. 

Take portfolio investment. Officials 
from the Financial Supervisory Commis- 
sion pointed out that China still sharply 
limits QDII investment in Taiwan. Tai- 
wan’s government estimated that the cap 
was around $220 million in early May, or 
3% of the total assets of the 10 gprs that 
can invest in Taiwan. That cap could be 
lifted once amemorandum of understand- 
ing for securities investment is signed, but 
there’s no timeline for that. 

Meanwhile, Taiwan rules bar‘Chinese 
from holding top management jobs or sit- 
ting on the board of directors of Taiwan 
firms. Officials said they would be sensi- 
tive to public reaction to proposed Chi- 
nese investments. “If our people say it’s 
not a suitable investment, we'll ask the in- 
vestors more about what their objectives 
are,” said one official, who did not want to 
be named. “If [Chinese investors] want to 
control the company, that would violate 
our regulations.” 

Direct investment by Chinese firms 
will also face limits. One example is tele- 
coms. The Mainland Affairs Council’s Ms. 
Lai said that it would not be included in 
the first round of sectors to be opened to 
Chinese money, meaning the China Mo- 
bile and Far EasTone deal is likely to be 
delayed indefinitely. 

“Mainland investment coming to Tai- 
wan is a new thing, so we have to proceed 
in a measured and orderly fashion,” said 
Ms. Lai. “We also have to look at our do- 
mestic industries—if they involve key tech- 
nologies or are related to national security, 
then that would not be open to mainland 
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investment.” The Investment Commis- 
sion’s Mr. Chang seconded Ms. Lai on tele- 
coms. “The sector touches on national 
security concerns,” said Mr. Chang. “In 
telecoms, almost everything is now run- 
ning over the Internet. So if you can control 
telecoms, you can control the Web.” Will 
the sector open down the road? “The Pres- 
ident makes the decision,” he said. 

For his part, Mr. Chang sees Chinese 
investment plans quickly running into po- 
litical headwinds. He compared it to the 
outcry in the United States in the 1980s, 
when Japanese investors snapped up 
property in New York City and elsewhere. 
In Taiwan, where the pro-independence 
camp is strongly anti-China, emotions can 
be expected to run much higher. “Should 
we encourage mainland Chinese compa- 
nies to buy our publicly listed companies?” 
asked Mr. Chang. “That may raise a po- 
litical issue, especially if it involves our 
leading companies, which are ‘the pride 
of Taiwanese.’ A lot of people won’t want 
to see this kind of [investment] project 
happen.” 

As the comments above make clear, 
fears about Chinese investment are prob- 
ably exaggerated. Many limits will re- 
main, and should prevent Chinese from 
exerting substantive control over Tai- 
wan’s key industries. 

Meanwhile, opening to Chinese invest- 
ment has the potential to raise Taiwan’s 
profile on East Asia’s financial map. Finan- 
cial Supervisory Commission officials not- 
ed that opening to Chinese money has 
knock-on effects. “If we have good rela- 
tions with mainland China, foreign inves- 
tors will have confidence in Taiwan, and 
we'll attract funds from them,” said one 
official. That’s already begun to happen— 
the cross-Strait news in late April and ear- 
ly May sent Taiwan’s stock market surging, 
which analysts credited in part to buying 
by foreign institutions. 

Moreover, the latest Mainland Affairs 
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Council poll (which the opposition dismiss- 
es as biased) showed that 64.5% of Taiwan- 
ese were “satisfied” with the cross-Strait 
consensus on two-way investment inked in 
late April; 30.9% were “unsatisfied.” 

Yet the opposition has legitimate con- 
cerns. Mr. Ma’s insistence that the current 
opening is purely economic is unconvinc- 
ing. Given China’s grand strategy of unifi- 
cation, all interactions between the two 
sides are inescapably political. All the 
more reason for close oversight. Second, 
Mr. Ma hasn’t done enough to inform the 
Taiwanese public and other stakeholders 
of his government’s plans and to build con- 
sensus. He’s thereby fueling fears at a time 
when people need reassurance. 

The government acts as though Tai- 
wanese should simply trust them to pro- 
tect their interests, as they would trust in 
door gods, or other hidden deities working 
in mysterious ways on their behalf. But 
2ist-century, modern democracies do not 
run on faith. They run on clear communi- 
cation, transparent decision-making and 
submission to oversight by the legislature, 
the opposition, the media and the public. 

It’s encouraging, then, that Ms. Lai at 
least seems to acknowledge such short- 
comings. “We have to strengthen our com- 
munication with the public, and our 
discussions with the opposition,” she said. 
That will be especially important for the 
Ma government’s next major agenda item 
in cross-Strait opening: a trade agreement 
with China, the so-called “Economic Co- 
operation Framework Agreement.” The 
details of the pact remain unclear, but it 
would likely lower tariffs on a range of 
goods, including petrochemicals. Mr. Ma 
wants to ink the ECFA by the end of 2010. 
But the Taiwan public will be watching 
closely to see how it is structured, and how 
the decisions on it are made. For the sake 
of his economic agenda, and the health of 
Taiwan’s democracy, Mr. Ma would do 
well to heed their concerns. Li 
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China’s Rail Plans: 
Awesome or Awful? 


by Kathleen E. McLaughlin 





NLY LAST FALL, Sanjiang in 
the province of Guangxi, 
was the China of every 
tourist’s dream. Stunning 
mountain rice terraces 
serve as a backdrop to quaint villages of 
airy, traditional wooden houses and peaked, 
covered bridges. Inside, people of the Dong 
and Buyi ethnic minorities—the women 
adorned in traditional smocks and knotted 
head coverings—move about the slow busi- 
ness of farming through picturesque pad- 
dies and green fields. 

These days, a large swath of southern 
China, from Guangdong through Guangxi 
and Guizhou, is under heavy construction, 
the earth making way for a train the gov- 
ernment hopes will help spur the local and 
national economies. Massive dirt-moving 
trucks roar fast over narrow mountain 
roads, coating villagers and water buffalo 
with dust in their wake. Tunnel crews bore 
through huge, untouched mountains, set- 
ting off regular rounds of explosive charg- 
es, shoring up the insides as they go. Local 
life has been altered dramatically since the 
train crews started work six months ago. 

This is China’s economic stimulus plan 





at work and it isn’t a pretty sight. The ar- 
ea’s pristine and unique exterior seems 
perched on the edge of toppling into the 
white-tile-blue-glass abyss of urban eco- 
nomic development that has served to 
bring the rest of China into economic pros- 
perity and modernization. Locals want 
higher incomes, but there are struggles to 
preserve the elements that make this a 
prized cultural tourist attraction. 

The Guiyang-Guangzhou rail line is but 
one small part of China’s massive efforts to 
spur continued economic growth through 
infrastructure development—with a large 
segment dedicated to expanding the na- 
tion’s passenger and freight railway net- 
works. This particular piece of the stimulus 
puzzle is an 857-kilometer double-track, 
electrified rail that, taken in isolation, 
probably would cause quite a stir. 

Instead, it’s not causing any stir at all. 
Outside of the poor, remote mountain vil- 
lages, where dust and noise have taken 
over, and blocked roads and small land- 
slides are now a daily part of life, hardly 


œ» Ms. McLaughlin is a free-lance journalist 
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anyone has noticed or heard about the 
project. There is no international outcry, 
no demands to stop the train. Locals are 
displeased about the disruptions, but 
practical as ever about the future. “The 
train project has had a major impact on 
our lives and was causing too many prob- 
lems,” said Cen Zhongbao, mayor of Dayu 
village in eastern Guizhou. “We had to get 
the higher-level government to move the 
(construction) road out of the village.” 

Mr. Cen spoke while standing amid the 
village’s outdoor market, as peddlers 
groused nearby over the lack of new busi- 
ness the train crews have brought to Dayu. 
The crews, living in a camp down the 
road, are nearly all Han Chi- 
nese, brought in by con- 
tractors from 
outside provinces 
to lay the rail line. 
The villagers are 
almost all from 
the Buyiand Dong 
minorities, and 
nearly all are poor. 
Mayor Cen said 
the train itself 
won’t be a problem for the village when it 
begins operation in 2015. Trouble is that 
now, the village’s main road has been 
overtaken by construction crews that 
have altered daily life in unbearable ways. 
Trucks roar through town, blaring their 
horns until 1 a.m. or 2 a.m., villagers said, 
and the noise begins anew early every 
morning. Everything from fruit to meat to 
storefront windows is covered in a thick 
layer of grime from the trucks. “The gov- 
ernment in charge has agreed to move the 
road this summer and repair the damage 
to our road,” said Mr. Cen. 

His village is not the only place along 
the train route to express discontent about 
the rail project. In a Dong minority village 
near Sanjiang, aman who would only give 
his surname, Xiang, worked at rebuilding 
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his home from one of the seasonal fires 
that often sweep through this region. The 
train project, he said, hasn’t done much 
for his village but cause trouble. Local 
farmers are rarely hired to work on the 
project, but local residents must put up 
with the noise, dust and disruption of con- 
struction. “We don’t really get any bene- 
fits,” Mr. Xiang said. “If the boss is from 
Hunan, he brings in his own workers from 
Hunan.” 

“Of course, it’s good from the country, 
but it’s not good for us because they’re 
taking over the town and the work ... It’s 
impossible for a project this big to benefit 

everyone, so we have to 

help the country first,” 

said Mr. Xiang. 

“We can only help 

our own family af- 

ter we help the 
country.” 

But Zhang 
Guoxiang, a tun- 
nel construction 
engineer from An- 

hui province, ex- 

plained that it’s too 
difficult for construction companies to 
train local farmers to blast through moun- 
tains. Most of the workers brought in for 
these initial stages of construction are 
skilled and have some experience in lay- 
ing rail lines. The resulting job creation 
will help pick up the slack, badly needed 
as China struggles to cope with the loss of 
millions of factory jobs in recent months 
amid the global downturn. 

As always with big infrastructure en- 
deavors, there are hazards. The World 
Bank, which recently decided to help fund 
the train’s $12.5 billion construction with 
a $300 million loan, rated this project a 
Grade A environmental risk, triggering the 
need for extensive environmental impact 
assessments and mitigation plans to ad- 
dress everything from protection of frag- 
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ile ecosystems to the vast numbers of 
social issues faced by ethnic minorities 
who live in the path of the rail line. 

According to studies on file with the 
bank, the project’s potential to develop the 
economy of China’s poorest province, Gui- 
zhou, is worth the temporary disruption 
to local life. John Scales, transportation 
sector coordinator for the World Bank in 
China, said environmental and social up- 
heaval from train construction is relative- 
ly easily mitigated and nearly always 
short-term. 

That’s because once the train is com- 
pleted, nature and human life typically re- 
sume with little disruption. Unlike a 
highway or an airport, electric trains don’t 
spew local pollution. In addition, he noted, 
the train’s original route has been modi- 
fied many times in consideration of envi- 
ronmental problems and other issues. The 
final plan, Mr. Seales said, is a rail line that 
is 77% tunnels and bridges. 

“This is actually a brilliant line because 
it connects the poorest province in China, 
which is Guizhou, to one of the richest, 
which is Guangdong,” said Mr. Scales. “So 
it helps to move people and freight from the 
coastal regions, the economic powerhouse 
of China, to the inner region. But it also fa- 
cilitates movement throughout the regions, 
and that’s because rail is a network.” 

The new line will cut passenger travel 
time between the two provincial capitals 
down to an estimated five hours from the 
current 24 hours. Freight will move more 
slowly, at 120 kilometers per hour, but still 
at a far accelerated speed. The hope is to at- 
tract industry to Guizhou and other inter- 
nal provinces, now hamstrung in 
development in part because of their lack of 
infrastructure and transportation options. 
A strong rail network could allow manufac- 
turing to take hold in the interior, bringing 
further weight to the long-held Chinese 
government westward expansion and de- 
velopment plans: 


Critics of the ongoing westward devel- 
opment policy of rail networks say its im- 
plementation often leaves much to be 
desired. Nicholas Bequelin of Human 
Rights Watch said the organization has 
not studied the Guiyang-Guangzhou proj- 
ect railway in detail but is concerned with 
the general process that has surrounded 
“Go West” rail lines. Often there is “zero 
local input, no ownership of the develop- 
ment process, no obvious development be- 
yond the ‘ribbon development’ it creates 
along the track,” he said. 

“What we have seen in the case of sim- 
ilar projects in Xinjiang and Tibet was a 
process of marginalization of local ethnic 
communities, who are forced either to 
commodify their economies (tourism is the 
big eco blueprint that is supposed to deliv- 
er benefits to the local minorities) or be left 
behind,” Mr. Bequelin said. 

But this is most certainly not Tibet or 
Xinjiang, a fact underscored by the lack on 
any international attention focused on the 
project. The Guiyang-Guangzhou rail line 
is 300 kilometers shorter than the über- 
controversial Qinghai-Tibet railway that 
drew intense international criticism. But 
it involves the same issues: minority peo- 
ples, cultural and social impacts and a 
sensitive, diverse environment. And still, 
nobody is looking. 

Locally, nongovernmental organiza- 
tions say the train is bound to cause prob- 
lems for poor minorities in the areas, but 
few have studied it extensively. Plus, the 
national economic stimulus package that 
has already left the station is unstoppable. 
“This might bring economic benefits to 
the local people. It will certainly have a 
big influence on the local culture and cre- 
ate some culture shock for the locals,” said 
Zou Zhongdian of a Guiyang-based NGO 
called Green Home. “In the end, the peo- 
ple will become Han-ified.” 

The line will cross through 48.envi- 
ronmentally sensitive sites, according to 
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the environmental impact statement pub- 
lished by the World Bank, from famous 
karst mountains and caves to scenic rice 
terraces and forest parks across three 
provinces. It will be built within the habi- 
tat of 27 rare and endangered animals (22 
of which are birds) and broach areas of 
rare trees. It presents all the problems of 
an electrified rail, including noise and vi- 
bration issues after completion. Although 
more than 43,000 people are slated for re- 
location, farmers in the area are blasé 
about pending moving plans—many say 
they don’t know the final plans, while oth- 
ers say the compensation proposals look 
more than fair. 

Yet despite all this, the project has bare- 
ly registered with environmental and so- 
cial-welfare groups. The reason is likely a 
combination of factors. First, though Gui- 
zhou is home to some of the most pristine 
scenery in China, ethnic minorities and 
treasure troves of interesting history, it is 
also remote and very poor. Few internation- 
al cos work here and those that do tend to 
focus on health care and social issues af- 
fecting the poor. Second, unlike Tibet and 
Xinjiang, there are no international politics 
at play. The minorities of Guizhou are not 
vocally battling the Chinese government 
for greater autonomy. 

But perhaps the most important reason 
is this: On the grand scale, this massive 
train tearing up the unbroken earth across 
a stretch of southern China is too tiny to 
notice. It is just one small fraction of the 
country’s vast railway expansion. “It’s 
staggering if you look at it in isolation,” 
said Mr. Scales of the World Bank. “But if 
you look at everything else that’s going on, 
it’s really only one of many projects.” 

Inside the bank’s Beijing office, a map 
of China hangs from the wall near Mr. 
Scales’ desk. The country is covered ina 
mass of red lines that overwhelm the east- 
ern half and coast, like intricate blood ves- 
sels running through the body. Each red 


www.feer.com 


patag snsssnsamamansananere ereere aaa 


stroke represents a new train line either 
planned or currently under construction, 
in a maze of infrastructure that will dou- 
ble China’s rail network. By 2020, the 
country plans a rail system of 120,000 ki- 
lometers. The world’s fourth-busiest pas- 
senger lines and second-busiest rail 
carrier, where passenger traffic doubled 
from 1997-2007, is working to build a new 
system to meet demands that have out- 
paced supply for years. 

In the plans: a new dedicated passen- 
ger line from Beijing to Guangzhou that 
will travel 300 kilometers per hour; and 
speedy coastal routes connecting Ningbo, 
the second-busiest shipping port, to all 
eastern points as far as south as Shenzhen. 
A new line traverses the northeast, con- 
necting major cities across the rust belt 
with Beijing, while two big east-west ar- 
teries transect China at the middle. 

Most of the projects have been in plan- 
ning stages for years, on hold as China 
grappled with concerns about its booming 
economy overheating. Last fall, the onset 
of the global financial crisis put those 
fears on ice and in November, the govern- 
ment unveiled plans for a two-year, $587 
billion spending spree to rejuvenate the 
economy. Most of the stimulus was not 
new projects, but rather previously 
planned public-works endeavors that 
could be fast-tracked to final approval. 

When the stimulus plans came through, 
expanding China’s rail networks was a pil- 
lar of the plans for economic development. 
The real impact of China’s stimulus spend- 
ing is still in question, with a recent cen- 
tral government audit showing that only 
48% of local governments had raised ad- 
equate matching funds. Yet the scope of 
the massive and intricate network of rail 
projects, if they proceed as planned, will 
change the face of the nation. 

“This will never be repeated in the his- 
tory of the world. Never,” said Mr. Scales, 
with a certain amount of awe. W 


ECONOMIC REVIE 


4a | FAR EASTER w c: June 2009 | 


ene ene 


wo INDONESIA om 








High Hopes for 
The Next SBY Term 


by James Van Zorge 
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HERE ARE FEW people in 
Indonesia who doubt that 
the incumbent president, 
Susilo Bambang Yudhoyo- 
no, widely known as SBY, 
will win the July 8 presidential election. 
Mr. Yudhoyono’s competitors, who include 
his predecessor and erstwhile boss, Mega- 
wati Sukarnoputri, and his current vice 
president, Jusuf Kalla, are trailing far be- 
hind in popularity polls. Pundits and poll- 
sters alike doubt Ms. Megawati can win 
more than 20% of the popular vote, and Mr. 
Kalla would be considered extraordinarily 
lucky ifhe could manage 10% of voters’ sup- 
port in his bid for the presidency. Barring 
some unforeseen disaster on the campaign 
trail, Mr. Yudhoyono will walk away with 
a simple majority of the vote and once again 
become the leader of the world’s third-larg- 
est democracy. 

The president’s broad appeal compared 
to Ms. Megawati and Mr. Kalla is no mys- 
tery. The primary reason is economic per- 
formance: Under Mr. Yudhoyono’s 
leadership, over the past five years the In- 
donesian economy has registered strong 
growth, more than 6% in 2008 and perhaps 





reaching 4% in 2009, a respectable perfor- 
mance for any economy during today’s 
global financial crisis. Poverty, underem- 
ployment and income distribution remain 
an issue, yet there are signs that poorer In- 
donesians have seen an improvement in 
their standard of living and the middle class 
continues to grow. 

The international and domestic busi- 
ness communities also praise Mr. Yudhoy- 
ono’s administration for its 
macroeconomic management. In particu- 
lar, the stewardship of Minister of Finance 
Sri Mulyani has stood Indonesia in good 
stead, and the country is well positioned 
to receive direct and portfolio investment 
flows when the global economy starts to 
recover. A few multinationals are already 
taking the plunge—Volkswagen of Germa- 
ny, for example, recently inked a deal to 
develop a large manufacturing facility in 
Jakarta to serve the domestic and region- 
al markets. 

Another reason why voters find Mr. 
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Yudhoyono an attractive presidential figure 
is his image as a clean politician, a rare 
commodity in Indonesia. Unlike his prede- 
cessors, he has managed to steer clear of 
scandals, and his administration has 
clamped down on corruption throughout 
the country. Retired ministers, governors, 
members of the House of Representatives 
(DPR) and a former central banker have 
been brought to court on charges of corrup- 
tion and, in many cases, given stiff prison 
sentences. As recently as five years ago, 
public officials viewed their stay in office as 
an opportunity to steal from the state’s cof- 
fers with impunity. Now they have to think 
twice before taking the risk. 

Indonesians remember Mr. Yudhoyo- 
no’s predecessor, Megawati Sukarnoputri, 
in a dramatically different light. As the 
daughter of the country’s first president, 
Sukarno, she initially evoked sentiments of 
nationalist pride and hopes for a return to 
the imagined glories of her father’s era. Us- 
ing the Sukarno name as her main calling 
card, most Indonesians did not seem to no- 
tice her lack of depth in policy issues. But 
not soon after rising to office, very quickly 
Ms. Megawati’s supporters realized that 
she was out of her league. 

Aloof and apparently taking very little 
interest in managing affairs attendant of 
her office, most of Ms. Megawatt’s time was 
spent on ceremony and pomp. Meanwhile, 
the policy vacuum was filled by her hus- 
band, businessman Taufiq Kiemas, along 
with a gang of crony politicians and their 
financiers in the corporate world. Not only 
was there little reform, there was a palpable 
sense the country was going backward. 

Whereas Ms. Megawati suffers from the 
public’s memories of her lackluster perfor- 
mance in office, Vice President and Golkar 
Party Chairman Kalla fares even worse. 
Touted as faster and better than Mr. Yud- 
hoyono, Indonesians might concede that 
their president is not much of a decision- 
maker, but they are not necessarily con- 
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vinced Mr. Kalla would make a better head 
of government. 

Most Indonesians would probably agree 
that Mr. Kalla has shown himself to be a 
more decisive leader than Mr. Yudhoyono. 
The president is widely viewed as risk- 
averse and painfully slow when it comes to 
making policy pronouncements. As one 
cabinet minister recently told me, “I have 
been going to cabinet meetings for almost 
five years. Not once did the president make 
a decision during any of those meetings.” 

Yet Mr. Kalla consistently polls less than 
a 5% approval rating as a presidential can- 
didate. One possible reason is his back- 
ground. As a successful businessman during 
the former Suharto regime, Mr. Kalla is 
placed in the same class as another Golkar 
Party leader, Aburizal Bakrie, a billionaire 
who also happens to serve as Mr. Yudhoy- 
ono’s coordinating minister of people’s wel- 
fare. Mr. Yudhoyono might not fit 
everybody’s image of the ideal president 
who takes charge, but Mr. Kalla is viewed 
as something worse: a political dinosaur. 

Certainly Mr. Kalla and Ms. Megawati 
have not helped their chances of winning 
through their choices of running mates. Mr. 
Kalla picked retired General Wiranto, a for- 
mer Suharto adjutant commander-in-chief 
of the Indonesian armed forces. Ms. Mega- 
wati joined forces with Prabowo Subianto, 
another retired general and former in-law 
of Suharto. Both vice presidential candi- 
dates share a tainted past. Mr. Wiranto Is 
thought to be responsible for bloodbaths in 
East Timor, while Mr. Subianto has admit- 
ted to being behind Operation Rose, a spe- 
cial forces operation ordered by Suharto in 
1998 that involved abductions, torture and 
the murder of student activists. 

In stark contrast, Mr. Yudhoyono’s 
running mate is Boediono, a professional 
economist and widely respected techno- 
crat who until recently was head of Indo- 
nesia’s central bank. Holding a doctorate 
in business economics from Wharton, the 
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soft-spoken Mr. Boediono is not only rec- 
ognized as a highly competent public of- 
ficial, but clean as well. 

So far, opposition candidates have tried 
a variety of tactics to attract voters. Mr. 
Kalla and Ms. Megawati are, for example, 
trying to woo voters with a nationalist plat- 
form, and have charged Mr. Boediono with 
being a “neoliberal,” implying that he is 
overly inclined to support foreign invest- 
ment and open markets at the expense of 
the welfare of poorer Indonesians. 

Unfortunately for the opposition, a na- 
tionalist platform is unlikely to elicit much 
excitement or support 
from lower-income In- 
donesians, primarily be- 
cause they have seen 
their household incomes 
improve substantially 
during Mr. Yudhoyono’s 
tenure in office. Calls 
for retreating to inward- 
looking policies might 
be attractive to a minority of voters, but 
when the economy is doing well it is hardly 
a winning platform. 

Both of the opposition candidates are 
also claiming that they will be able to grow 
the economy faster than Mr. Yudhoyono. In 
a recent business forum, Ms. Megawati said 
she could grow the economy by 11%—when 
she was queried how she would achieve 
growth rates exceeding China’s, her only 
reply was that she did not yet have any spe- 
cific policy ideas. Lacking substance, it is 
unlikely Indonesians will be buying Ms. 
Megawati’s tales of future prosperity. 

Mr. Yudhoyono should not assume a 
victory in July would necessarily result in 
amore vibrant business climate. Indonesia 
is definitely better placed now than some 
of its regional neighbors in attracting in- 
vestment, especially when one looks at the 
economic challenges facing Singapore, 
South Korea and Taiwan, and the political 
turmoil in Thailand and Malaysia. Still, 
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some questions need to be asked about the 
direction Mr. Yudhoyono will be taking 
Indonesia for the next five years. 

Investors will be watching for Mr. Yud- 
hoyono’s choice of a cabinet. They will also 
be waiting to see if he will be able to parlay 
a mandate from the electorate into a pliant 
DPR—at least one that is more cooperative 
than during his first term in office. Finally, 
the international and domestic business 
community will be anxious for the presi- 
dent to articulate a more detailed blueprint 
for economic policy for his new adminis- 
tration, hopefully addressing some of the 
more pressing issues 
that previously re- 
mained untouched. 

Hopefully, Mr. Yud- 
hoyono will not yield to 
the temptation to stitch 
together a coalition 
cabinet. He tried this 
during his first term in 
office, as did his prede- 
cessors, based on the mistaken belief that 
bringing politicians from other parties 
into the cabinet would result in greater 
support for his policy initiatives inside the 
DPR. Not only did cabinet positions fail to 
buy loyalty, it also resulted in cabinets 
with little redeeming value, more often 
than not burdening the president with 
ministers who were more focused on ad- 
vancing their vested interests, and in more 
egregious cases used their offices as a 
source of largesse. 

At the very least, Mr. Yudhoyono will 
need to reserve some of the more critical 
economics-related and judiciary cabinet 
postings for seasoned, reputable profes- 
sionals if he is to instill confidence and win 
the respect of the business community. 
Mr. Yudhoyono’s choice of Mr. Boediono 
as his vice president is an early sign that he 
will probably lean in this direction. Still, it 
is too early to tell whether or not Mr. Yud- 
hoyono might succumb to political pres- 


sure from party bosses and make 
unnecessary compromises. 

Assuming the president does select a 
cabinet based primarily on merit, that 
opens up a related question: If a coalition 
cabinet does not ensure loyalty to the pres- 
ident from coalition members inside the 
ppr, then what will? Indeed, it has become 
increasingly difficult for Indonesian presi- 
dents since the demise of Suharto and his 
Golkar party to find ways to work effective- 
ly with the ppr. The powers of the ppr have 
increased substantially, and members are 
eager to exercise them. 

Moreover, the number of new parties 
has mushroomed since 1998 (32 parties 
participated in this April’s elections, and 
nine ended up with sufficient votes to seat 
members inside the ppr). To make matters 
even more complicated, leadership within 
parties tends to be fractured. If chairmen 
find it difficult to lead their own parties, 
how can a president be expected to deal 
with nine individual parties at once? 

One possible solution is to give the 
president more help inside the palace. In 
terms of professional support staff com- 
monly found in mature democracies, the 
Office of the Presidency currently has 
scant resources. For example, there is no 
equivalent of the U.S. White House Office 
of Congressional Affairs, which is staffed 
with scores of analysts and skilled opera- 
tors whose sole purpose is to improve 
prospects for congressional approval of 
the president’s legislative agenda. There 
are rumors in palace circles that Mr. Yud- 
hoyono is thinking about creating a legis- 
lative liaison office to help him realize his 
policy agenda. 

What then will Mr. Yudhoyono try to 
achieve during his next five-year term? So 
far there are few signs of new directions 
on the policy front. It is probably safe to 
assume that one of Mr. Yudhoyono’s pri- 
orities will be continuing efforts to com- 
bat corruption. It is also widely assumed 
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that his core economics team will stay in 
place, and therefore sound monetary and 
fiscal policies will remain a hallmark of 
his administration. 

The business community hopes for 
more—the investment community believes 
that the president should leverage the coun- 
try’s political stability and economic recent 
successes, and use his public mandate for 
pushing ahead with policies that could re- 
position Indonesia as the destination of 
choice for business in Southeast Asia. Busi- 
ness leaders put the priority on three areas: 
expanding and modernizing the country’s 
antiquated infrastructure, overhauling un- 
competitive labor laws, and improving the 
legal and regulatory framework underpin- 
ning regional autonomy. Whereas infra- 
structure is primarily an issue requiring 
increased government spending and could 
be easily accommodated because of Indo- 
nesia’s low budget deficit, the latter two ar- 
eas would require some political risk-taking 
from Mr. Yudhoyono. 

Indonesia’s labor laws, in particular ex- 
cessively high severance pay, have long 
been a source of complaints from local and 
foreign business, causing many labor-inten- 
sive manufacturing industries such as tex- 
tiles and footwear to relocate to China, 
Vietnam and Bangladesh. Corporations 
also complain frequently about local gov- 
ernments’ cavalier attitude toward busi- 
ness and excessive rent-seeking. 

Reforming Indonesia’s labor and re- 
gional autonomy laws would require the 
president to challenge labor leaders and 
heads of local governments. The prototyp- 
ical Javanese, Mr. Yudhoyono avoids con- 
flict and seeks consensus above all else. 
Those are precisely the types of character 
traits that many find troublesome, espe- 
cially those who hope for more change in 
the future. Whether or not Indonesia’s 
president is capable of finding the strength 
to tackle the next stage of reform remains 
to be seen. = 
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Many Things Rotten 
In the State of India 





India’s postelection euphoria has passed and the Congress-led govern- 


ment must set to work. But with obstacles at every turn, the road to 
effective governance is a difficult one. Expect progress to be slow. 


Indians Deserve 
Better Governance 
by Salil Tripathi 


VEN FOR THE most jaded cynic, 
the image of serpentine queues of 
smiling men and women waiting 
patiently in the harsh heat of Indian sum- 
mer to cast their votes, cannot fail to in- 
spire. Also impressive is that India 
regularly carries out this logistical miracle 
almost flawlessly, given the scale—some 714 
million voters this time, of whom 420 mil- 
lion voted, making the elections the world’s 
largest expression of democracy. 
Transfers of power in India are peace- 
ful and orderly, and when change occurs 
it does not lead to the kind of anxiety that 
greets change elsewhere in the developing 
world, in particular, its own volatile neigh- 
borhood. Indian winners are gracious and 
don’t go about jailing their opponents. Par- 
liamentary debates are robust; the press is 


E 





free; and the judiciary is often impartial. 

But all is not right with the world. The 
democratic roots are deep, but the Indian 
system has fundamental flaws and weak- 
nesses. Its parliament has too many politi- 
cians with criminal charges pending 
against them. Its judges are overwhelmed 
by the load of pending cases. Its press of- 
ten fails to hold politicians to account. And 
its bureaucrats are not under much pres- 
sure to perform. The result is staggering 
underperformance: India has the world’s 
largest number of illiterate people, tens of 
millions of people live on less than a dollar 
a day, easily preventable diseases are wide- 
ly prevalent and discrimination remains 
rampant. Unless India requires its pillars 
of governance to do better, it will continue 
to perform well below its potential. 

Take the Parliament. The bounce the 
stock market experienced in India after 
election results were announced was be- 
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cause the markets had feared instability. 
Most analysts had expected an indecisive 
verdict, which is why they have called the 
Congress’s victory as resounding. But a 
closer look at the numbers shows that the 
support for national parties has dropped. 
As columnist Devangshu Datta points out 
in the Business Standard, the combined 
vote of the two national parties—the Con- 
gress and the Bharatiya Janata Party—ac- 
tually fell to 47.4% in 2009 from 48.7% in 
2004. But the votes smaller, or regional, 
parties have gained is divided among 369 
parties this year, as against 215 in 2004. In 
this fragmented field, the Congress’s share 
rose 2.1 percentage points to 28.6%, giving 
it 206 seats, still 66 short of majority. It 
gained 51 more seats this time, just as the 
BJP lost 22 seats (to finish at 116), its vote 
share falling to 18.8% from 22.2%. 

It is clear that the results aren’t an 
overwhelming mandate for national par- 
ties over regional ones; moreover, the Con- 
gress has gained substantially, but it 
cannot declare victory yet in its efforts to 
regain its traditional role of being the cen- 
trist party a large majority of Indians sup- 
port. The last time Indians gave a single 
party the majority was in 1984, when the 
Congress won over 400 seats out of 543, in 
the extraordinary election held within 
weeks of Prime Minister Indira Gandhi’s 
assassination. Since then, India has held 
seven parliamentary elections, each re- 
turning a coalition, some of which were 
formed after results were announced. 

This political instability has led to pub- 
lic disillusionment. Beyond that, many In- 
dians think politicians are corrupt, 
ineffective or have criminal links. Take 
corruption first. The assets of some MPs 
have risen by gravity-defying rates—be- 
tween 400% and 900%— over the past five 
years. Few MPs gave credible explanations 
how their assets rose at such astonishing 
rates. So strong was the disenchantment 
with the available choices that some cam- 


paigners asked voters to use the rule 49-O 
of Indian election laws, which lets voters 
to declare that they don’t want to vote for 
any candidate. The campaign failed; what 
was remarkable, however, was that it was 
launched in the first place. 

Then think of ineffectiveness. Provid- 
ing safety and security is the primary re- 
sponsibility of the government. Juxtapose 
that with the fact that India has lost more 
people to terrorist violence in the past five 
years than any country other than Iraq, 
with the attacks in Mumbai in November 
2008 being the most spectacular. While 
thousands of citizens of Mumbai held can- 
dlelight vigils, when it came to voting, the 
turnout in the constituency where the at- 
tacks occurred was pitifully low. Naresh 
Fernandes, a former reporter with The 
Wall Street Journal, wrote in the New 
York Times that voters in wealthy areas, 
such as South Mumbai, don’t think they 
need to vote; they are able to operate with- 
out a government. 

Finally, criminal charges: Analysis by 
voter education groups show that some 
15% of all candidates had criminal charges 
pending against them. After the elections, 
the Association for Democratic Reforms 
and the National Election Watch calculat- 
ed that 153 of the 535 mps (or nearly 28%) 
whose affidavits were available have crim- 
inal charges filed against them. In 2004, 
the figure was 128 mps. Such charges in- 
clude attempted murder, robbery and forg- 
ery. The BJP leads with 43 MPs with 
criminal charges pending; the Congress 
has 41. Furthermore, some 98 MPs (39 from 
the Congress, 16 from the BJP) have yet to 
provide their tax details. Of the 300 MPs 
with assets exceeding $211,466 (the aver- 
age MP’s assets are about $1 million), 25 
have not declared their tax details. 

To be sure, these are only charges, as 
the cases against them are still pending. 
But why should that be so? That brings us 
to one of democratic India’s worst-kept se- 
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crets: how the rule of law is administered. 
Court cases remain pending because the 
courts simply cannot deal with the load. In 
India, appeals are frequent and possible 
even at procedural levels, and judges face 
such a mounting backlog that they rou- 
tinely grant postponement of trials. In 
2008, the number of cases pending in all 
courts stood at 2.9 million. 

One reason the backlog mounts is the 
unwillingness—or inability—of many state 
governments to appoint a sufficient num- 
ber of judges to their courts. Some 100 
judges at high courts 
and over 3,000 judges 
at lower courts remain 
to be appointed, and in 
some states, the vacan- 
cies are close to 40% of 
the bench-strength. 
Little wonder, then, 
that foreign investors 
want international ar- 
bitration to settle commercial disputes, 
and many Indians call for “special courts” 
to try specific cases. 

The Indian judiciary is largely impar- 
tial, and judges have often ruled against 
the government, but activists say that in 
recent years the judiciary has deferred to 
the state in matters of “national interest.” 
Detention without trial is common in such 
cases, and the number of people held in 
custody while waiting for their cases to 
come up for hearing, runs in the tens of 
thousands. Ina recent scandalous case, Bi- 
nayak Sen, a physician and human-rights 
activist was kept in jail for two years with- 
out being tried until the Supreme Court 
ordered his conditional release on health 
grounds in late May. Mr. Sen operates a 
clinic for tribals in Chhattisgarh state, and 
he has been an outspoken critic of the state 
government over human-rights abuses 
committed against local tribes by state se- 
curity forces or the state-supported vigi- 
lante group Salwa Judum (purification 
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hunt). An international campaign, includ- 
ing 22 Nobel laureates, called for Mr. Sen’s 
release. The Supreme Court was right in 
releasing Mr. Sen, just as it was right in 
taking the Gujarat Government to task 
over its failure to protect the victims of 
anti-Muslim riots in the state in 2002. But 
in each case, the Supreme Court has had 
to intervene because lower courts have 
failed to uphold citizens’ rights. 

While India’s lower courts are doing 
too little in cases that matter, they are do- 
ing too much in other cases that should not 
matter as much. Judges 
have given orders to 
bureaucrats to prevent 
the demolition of a par- 
ticular slum, or ordered 
municipalities to cut 
certain emissions by 
half before a certain 
date. Such judgments 
are sometimes not en- 
forced, eroding judicial authority. Some 
judges with a penchant for publicity have 
taken up frivolous cases, such as suing art- 
ists, movie stars and other celebrities for 
conduct they disapprove of such as kissing 
in public. 

What can citizens do in a democracy 
where a sizeable proportion of MPs are of 
questionable repute and courts cannot ad- 
minister justice quickly? Ideally, they would 
turn to the media. Yet television channels 
routinely blur fact and opinion. Many view- 
ers were aghast at the shrill, intrusive and 
jingoistic way Tv anchors covered the No- 
vember terror attacks in Mumbai. But what 
of the print media, with its long tradition of 
freedom of expression? This election 
showed a seamy side of Indian newspapers. 
According to several reports, some news- 
papers told candidates that if they paid the 
publication, they would get better coverage, 
and if they paid more, their rivals would get 
less coverage. 

The rot within the media runs deep. A 
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leading newspaper refused to send report- 
ers for a World Bank-supported program 
to train journalists on covering environ- 
ment and sanitation issues, arguing that if 
the sanitation department wanted cover- 
age, it ought to pay. Arguably, these news- 
papers take their cue from the concept 
known as “private treaties,” associated 
with the Times of India, the country’s 
largest-selling English daily, but practiced 
by several other media companies. Under 
these agreements, a company looking for 
investment enters into a private treaty 
with the newspaper. The paper takes a 
stake in the company, providing advertis- 
ing support and favorable editorial cover- 
age. The newspaper hopes to make a 
profit when the company goes public. Not 
only are readers not told of such arrange- 
ments, but adverse news about those com- 
panies is sometimes underplayed, or not 
reported at all. 

That leaves India’s permanent govern- 
ment—the bureaucracy. With the press 
failing to live up to its watchdog role, the 
judiciary hampered by inefficiencies, and 
politicians lacking incentives to reduce 
barriers to doing business, procedural de- 
lays abound in India. The World Bank’s 
“control of corruption indicator” places 
India at 103rd out of 201 countries in 2008, 
an 1l-point drop compared to the previous 
year. While India has improved in the Her- 
itage Foundation-Wall Street Journal’s In- 
dex of Economic Freedom—India’s rank 
has risen to 115th from 132nd out of 157 
countries between 2006 and 2008—the 
pace of reforms has remained slow. Out of 
the 181 countries the World Bank surveys 
to monitor the ease of doing business, In- 
dia’s rank dropped to the 122nd position 
from 120th last year. It is still far faster to 
close businesses, start businesses and clear 
administrative hurdles in other parts of 
the world. 

Indians deserve a more vigilant media, 
a well-resourced judiciary, a bureaucracy 
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with fewer discretionary powers, and a 
parliament filled with politicians with as- 
sets proportionate to their income and 
without criminal charges pending against 
them. But they aren’t getting that, in spite 
of their sincere, touching faith in democ- 
racy. Some Indians, therefore, have begun 
to blame the country’s democratic pro- 
cesses for its sluggish economic perfor- 
mance. That’s preposterous. Public 
disenchantment with the way things are 
is as much because of the criminal-politi- 
cal nexus, the declining faith in the judi- 
ciary, the press and the bureaucracy. 

It is not surprising, then, to see the BJP 
projecting Narendra Modi, Gujarat’s chief 
minister, as its future leader, citing his 
economic performance, while ignoring the 
fact that he is accused of complicity in the 
2002 massacres. The Congress, on the oth- 
er hand, will very likely turn to Rahul 
Gandhi, whose father, grandmother and 
great-grandfather have all been prime 
ministers of India. Many Indians don’t like 
intolerance and feudalism, and some are 
looking at autocracies—like China—with 
admiration. But democracy is not India’s 
weakness; it is its strength. Democracy en- 
sures that the decisions the government 
makes have public approval; it also pro- 
vides the intellectual space for those who 
disagree with particular policies, to have 
their say. Democratic states are strong; 
they aren’t weak in enforcing laws. Ma- 
ture, modern, democracies operate effi- 
ciently and protect their citizens, while 
offering opportunities to prosper. 

Indians have the political freedoms; 
now they need economic ones. The govern- 
ment needs to do less, so that its people can 
do more. India now has the consensus it 
needs. There is something noble about the 
faith and support millions of Indians con- 
tinue to pose in their politicians. It is time 
they earned that trust, so that India can 
demonstrate that democracy and develop- 
ment are not mutually exclusive. n 
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India’s Premature Exuberance 
by Subhash Agrawal 


OR MUCH OF the campaign season, 
there was little memorable about 

the position of any political party 
or inspiring about any political figure. It all 
seemed so scripted. The ruling Congress 
party, which began with a huge head-start 
over the Bharatiya Janata Party, the main 
opposition, appeared to have lost much of 
its advantage due to overconfidence. The 
BJP, which looked weak at first, began to act 
as if it actually was the dark-horse favorite. 
Everybody was ready for a long haul, ex- 
pecting no clear winners and much post- 
election horse-trading. 

And then, the results came in and woke 
everybody up. A reinvigorated Congress 
party has returned with a clear mandate, 
without the bear-hug of left-wing parties. 
It won 206 seats on its own, and the alliance 
it led, the United Progressive Alliance, won 
very close to a simple majority in 
parliament. The leftist parties have lost 
nearly half the seats they held. Equally cru- 
cial for the Congress, it has won 21 seats in 
the state of Uttar Pradesh, putting it in sec- 
ond place in India’s most populous prov- 
ince. From all angles, the Congress is back 
with a clear electoral victory, and is head- 
ing a new coalition government that is like- 
ly to be the most stable in over two decades 
of fractious Indian politics. 

It is easy for commentators to come up 
with lucid 20-20 hindsight, but the fact is 
that no one was expecting such a clear vic- 
tory for the Congress party, least of all the 
Congress itself. There was near unanimity, 
and anxiety, that Indian voters would de- 
liver a split verdict, with the Congress-led 
UPA just marginally ahead of the Bsp-led 
National Democratic Alliance. According 
to almost all scenarios envisaged by politi- 
cal insiders, the most probable outcome 


was that India was headed for avery fragile 
Congress-led government supported by a 
motley group of small parties and Commu- 
nists, who would then extract their pound 
of flesh on patronage or policy. 

Given this overhang of nervousness, 
existing political alliances during the elec- 
tion campaign were already becoming ir- 
relevant, with almost all parties brazenly 
talking about jumping ship and changing 
partners after election. Even Prime Minis- 
ter Manmohan Singh was reportedly work- 
ing the phones, trying to drum up support 
in anticipation of a hung parliament. 

So what explains the results? First, in 
many states, the Congress won by default 
rather than by choice, primarily because of 
opposition disunity. In Maharashtra and 
Andhra Pradesh, it won a large number of 
seats because anti-Congress votes got di- 
vided among numerous parties. Specific 
state-level issues also played a role. In West 
Bengal, there was voter fatigue with the 
left-wing alliance which had ruled the state 
for 30 years; in Tamil Nadu, there appears 
to be a late resurgence in favor of the UPA 
alliance as a result of worsening plight of 
Tamil citizens in Sri Lanka. Additionally, 
the Congress presented a younger, fresher 
and more charming persona, especially in 
comparison to the BJP. In stark contrast to 
Rahul Gandhi’s smiling face and beguiling 
modesty, voters were presented the stern 
countenance of the Byp’s LK Advani. 

Lastly, the BJP is rapidly losing its ur- 
ban base. The crude communalism and 
brazen lawlessness of many BJP-related 
outfits now embarrasses India’s growing 
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middle class, who had been the BJP’s core 
constituency for many decades. At the 
same time, the incumbent UPA regime re- 
discovered an old wisdom about India, 
that the heart of the country beats in its 
villages, not in its cities. Keen to avoid the 
mistake of the previous BJP-led NDA gov- 
ernment, which was seen as insensitive to 
the plight of farmers, over the last three 
years, the upa has increased the support 
price paid to rice and wheat farmers by al- 
most 50% and pumped more than $8 bil- 
lion into village roads, water pumps and 
schools under a new rural-employment 
scheme. In 2008, the UPA even introduced 
a massive farm-loan waiver scheme for 
small farmers that will probably cost more 
than $10 billion. Together, these measures 
projected the Congress-led UPA govern- 
ment as being aligned with India’s rural 
masses and not the urban elite. 

The immediate reaction in India’s busi- 
ness and investment community to this un- 
expected election outcome has been one of 
relief, joy, celebration and exaggerated ex- 
pectation—in that order. The Indian stock 
market jumped by more than 17% within 
seconds on the first trading day after elec- 
tion results were announced, and has stayed 
high since then. But this reaction may be 
built on excessive optimism. Broader trends 
give Indians reasons both to celebrate and 
to be concerned. 

On the positive side, the new Congress- 
led government has unhindered political 
space to restart bold reforms, such as the 
privatization of state-run companies, step 
up public expenditure on infrastructure, 
reduce manufacturing and import duties, 
and relax foreign-direct investment rules 
in the banking, insurance and aviation sec- 
tors. Prime Minister Singh’s authority 
within his own party is now more firmly in 
place and the Congress has felt little com- 
pulsion to offer key economic ministries 
even to its allies. Moreover, the current UPA 
has no need to bring a revisionist approach 


to everything attempted by its predecessor, 
which the first UPA regime in 2004 carried 
to office and which left an unpleasant po- 
litical legacy. Going from UPA-1 to UPA-2 
may be the most seamless succession India 
has seen in two decades, with the new cab- 
inet having reassuring familiarity if not ex- 
citing freshness. 

The major political parties in India also 
seem to have realized the importance of 
good governance, economic growth and 
jobs. There is a nascent recognition that In- 
dia is perhaps at a social and political cusp, 
with a young and restless population no 
longer happy with old clichés, promises or 
identity politics. 

On the economic front, India is comfort- 
ably hedged for now against the ongoing 
global financial and economic crisis be- 
cause it is fundamentally driven by domes- 
tic demand. Despite a drop in industrial 
production, consumer demand has grown 
respectably in the past year, and India’s 
overall cpp growth in the current financial 
year is expected to be around 7%, which is 
better than most other Asian economies. 
Personal savings have risen steadily to 35% 
of household income from 23% during the 
last 10 years, offering a healthy cushion 
against the external credit squeeze. The 
medium-term prospects of the economy are 
further boosted by a changing demography. 
Over the next 25 years India is set to have a 
younger, better educated and more produc- 
tive workforce than ever before. 

However, all is not well with Indian 
politics or the economy. The Congress re- 
mains a left-of-center party that is intrin- 
sically populist. Despite having some top 
economic brains and genuine reformers, 
the Singh government has in the last five 
years given out massive subsidies, which 
of course was one reason for Congress’ 
electoral success. This largess has dou- 
bled India’s fiscal deficit in the last three 
years to almost 12% of GDP, pushing Stan- 
dard & Poor’s to lower India’s credit rating 
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to noninvestment grade. A radical turn- 
around of this precarious situation is fis- 
cally impossible, and given that there is 
always a crucial local election around the 
corner in India, it is perhaps politically 
unlikely as well. 

Moreover, the Congress party’s recent 
success will again make it the primary ad- 
versary of regional parties, who know that 
a resurgent Congress will push them to the 
margins and whose leaders are unnerved 
by the prospect of another generation of 
Nehru/Gandhi. Once regional parties are 
through licking their wounds, they are 
likely to become even more hysterical to- 
ward the Congress—es- 
pecially if the Congress 
somehow gets em- 
broiled in an ethical or 
financial scandal. In 
fact, the Congress 
knows all too well that 
the flip side to political 
promiscuity in India is 
that, had the results 
turned out differently, many of its current 
allies would have had no qualms in desert- 
ing it. This built-in insecurity is likely to 
work against any reformist instincts of the 
new Congress leadership. 

The Trinamool Congress Party is also 
likely to be a difficult ally, especially since 
the tmc chief, Mamata Banerjee, is a loose 
canon who is likely to sulk, indulge in the- 
atrics and flex her political muscle against 
her own allies. Her moody shenanigans 
and unabashed populism are legion, in- 
cluding her role in forcing Tata Motors to 
move its Nano car project out of West Ben- 
gal. Her role in the upa cabinet is borne out 
of political necessity, but it is likely to erode 
coherence and harmony. 

Finally, there is perhaps too much focus 
on Mr. Gandhi in the Congress. Though he 
may not be in Mr. Singh’s new cabinet, his 
imprimatur over new policy initiatives is 
likely to loom very large, reducing the space 
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[ India is at a social and 
political cusp, with 
a young and restless 
population no longer 
happy with old cliches. | 


that any prime minister or individual min- 
isters should ideally have. 

And so there are many crosscurrents, 
out of which it appears that the new UPA 
government will move decisively on re- 
forms in the near-term only where it does 
not hurt the alliance, especially since local 
elections in two major states, Maharashtra 
and Tamil Nadu, are due later this year. 
Even so, low-hanging fruits that can be ex- 
pected in the next year include new invest- 
ment in infrastructure; gradual easing of 
FDI norms in aviation, banking and even 
education; disinvestment in selective gov- 
ernment-owned enterprises; and reduction 
in credit rates to help 
the middle class and the 
real-estate sector. To 
move boldly beyond 
these, such as allowing 
FDI in retail, such as 
Wal-Mart stores, the 
Congress will need to 
feel confident about its 
political comeback. 

From a nonpartisan perspective, the 
new UPA government needs to prioritize 
two major domestic challenges. The biggest 
challenge to India is the quality of its eco- 
nomic growth, which has been too concen- 
trated in cities and service sectors at the 
expense of the rural economy. While infor- 
mation technology, telecommunications 
and finance are booming, the fabled Green 
Revolution of the 1960s has clearly run out 
of steam and villagers now have dismal ac- 
cess to social services or prospects of non- 
farm jobs. The new government must also 
begin to tame India’s huge bureaucracy. 
Despite almost two decades of economic 
and political reforms, it would be hard to 
find another democracy where unelected 
people have amassed so much power, arro- 
gance and immortality. More than being a 
huge drain of money, a corrupt and insensi- 
tive bureaucracy is the major cause of such 
shoddy governance in India. Li 
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The Curse of Oil 
Looms for Cambodia 


by Geoffrey Cain 





OVERTY-WORN SQUID Ven- 
dors and masseuses saun- 
ter along the sleepy 
beaches of Sihanoukville, 
stopping to gaze at the 
Gulf of Thailand, which sits untouched by 
commerce, except for a few tankers dot- 
ting the horizon. From across the bare sea, 
locals working in backpacker bungalows 
and sugar palm farms hear whispers of 
riches. “Hun Sen get oil. Give money me 
and daughter,” a blind beggar stutters. 

Like many hopeful Cambodians, this 
man’s dreams could be realized—if his 
country’s political elites don’t squander the 
money first. Since 2004, Cambodia has 
been eyeing billions of dollars in oil wealth 
after United States-based petroleum giant 
Chevron and partner Mitsui Oil struck oil 
150 kilometers off the shores of Siha- 
noukville. Yet due to the government's se- 
cretive system of managing the find, 
international observers fear revenues will 
not reach most Cambodians, one-third of 
whom live on less than $0.50 a day. 

Atan initial estimate of 400 million bar- 
rels in the most productive block, Chevron’s 
find has enormous potential to lift the coun- 





try out of poverty. In 2007, the Internation- 
al Monetary Fund forecasted in a report 
that government oil revenues could start at 
$174 million annually in 2011 and reach $1.7 
billion 10 years after production begins—a 
conservative estimate that nearly matches 
this year’s entire national budget of $1.9 bil- 
lion (at the time of the report, the national 
budget was $1.2 billion). Another study in 
2005 by the United Nations Development 
Program determined that at full production 
capacity, the oil reserves could yield 100,000 
to 150,000 barrels a day. That’s not count- 
ing five other oil blocks and an overlapping 
claims area with Thailand that remain 
largely unexplored. 

Needless to say, the numbers sit mod- 
estly against other oil-producing countries. 
Indonesia has 3.8 billion barrels in reserve, 
while Malaysia has three billion. Nigeria, 
which bears political resemblances to Cam- 
bodia, has 36.2 billion barrels in reserve, 
182 trillion cubic feet of natural gas and 
produces about two million barrels a day. 

Yet Cambodia’s anticipated reserves are 
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still substantial given its size: Nigeria has 
149 million people and a 2008 app of $220.3 
billion, while Cambodia has 14.5 million 
people and a 2008 GDP of $10.3 billion. 
“Even if the expected billions in oil revenue 
do not materialize, it is fair to say that the 
revenue generated would be significant for 
a country which still relies on donor coun- 
tries to provide the equivalent of over 50% 
of the annual government budget in devel- 
opment aid,” says Eleanor Nichol, a cam- 
paigner at London-based watchdog Global 
Witness, which released a report in Febru- 
ary on Cambodia’s oil and mining sectors. 

The chances that the government will 
spend its petro-wealth on development, 
however, are slim. Given the potential for 
profit, the country’s leaders have set up se- 
cretive institutions that will let them cash 
in on the oil when production begins. This 
is raising concerns among observers that 
Cambodia is falling headfirst into a “re- 
source curse,” a well-documented paradox 
in which vast resource wealth throws de- 
veloping countries further into poverty 
and unrest. 

Data from 1970-93 show the economies 
of countries without oil grew about four 
times faster than countries with oil, accord- 
ing to John Ghazvinian, author of Un- 
tapped: The Scramble for Africa’s Oil. After 
all, people fight wars over resources, politi- 
cians demand kickbacks, market prices are 
volatile, currencies become inflated and 
governments borrow lavishly anticipating 
future profits that might not come. In Nige- 
ria, Angola and Venezuela, these factors 
have created insurmountable debt while 
bloating the power of corrupt officials. 

Cambodia, which has built a reputation 
for being lawless, fits that bill. Since 2006, 
the World Bank has ranked the country in 
the bottom 8% of all countries for “control 
of corruption,” and Transparency Interna- 
tional, an anticorruption watchdog in Ber- 
lin, has for a decade placed Cambodia 
among the 20 most corrupt countries in its 


annual corruption perception index. Even 
Nigeria and Venezuela, textbook cases of 
the resource curse, have faired better in 
these rankings. 

The Cambodian National Petroleum 
Authority, which has been placed directly 
under the control of Prime Minister Hun 
Sen and Deputy Prime Minister Sok An has 
established a secretive institution that re- 
sembles a prison rather than an oil bureau- 
cracy. Te Duong Tara, director general of 
the cnra, allegedly keeps oil-related docu- 
ments at home rather than his office to pre- 
vent staff from seeing them, according to 
the Global Witness report. 

Mr. Sok An’s record elsewhere gives 
cause for worry. Under his chairmanship of 
the Cambodian side of the hybrid Khmer 
Rouge tribunal, the court faced a U.N. audit 
in 2007 after it was accused of graft; an 
April investigation by cNN alleged the of- 
ficial directly below Mr. Sok An took as 
much as $40,000 in kickbacks every month 
from employees. As chair of the CNPA’s 
board of management, Mr. Sok An has com- 
plete control over the body’s operations. 
Under amendments to Cambodia’s 1991 pe- 
troleum regulation, the National Assembly 
and Senate get no oversight of its activities, 
and no other government institution, such 
as an ethics committee, has been set up to 
scrutinize the authority. Mr. Sok An could 
not be reached for comment. 

Already, millions of dollars that com- 
panies have paid to the government to se- 
cure oil concessions are missing from 
official annual revenue reports. And in 
2005, Canadian company Indocan aban- 
doned bidding for concessions altogether, 
claiming it was requested to pay large 
bribes for permits that never materialized. 

For the government, the stakes are too 
high to be transparent. Oil wealth could 
end Cambodia’s dependence on donor aid, 
and remove its donors’ corresponding 
stranglehold on policy making. Since do- 
nors divide their aid into rigid programs— 


The Curse of Oil Looms for Cambodia 


a) 


mr 
d 


often funneled through Ncos—officials get 
little control over high-profile donor proj- 
ects. For example, ifthe government buys a 
car for one donor-led project it cannot use 
the same car for other programs. The sys- 
tem hampers some innovation, but it also 
prevents officials from pocketing funds. 

Yet state donors such as the U.S., United 
Kingdom, Australia and Japan, as well as 
nongovernmental institutions such as the 
IMF and the Asian Development Bank, have 
yet to take up the petroleum issue seriously. 
As Cambodia’s export-driven economy 
plummets into negative growth this year, 
donors have ample opportunity to raise the 
issue by pushing the government to set 
aside oil revenues for future recessions. But 
“the [oil] industry appears to be viewed as 
an irritating afterthought,” says Ms. Nichol. 
“Perhaps most worrying, many of the do- 
nors have opted not to take action because 
they do not have any direct programs in the 
oil and gas industry.” 

The root of donor apathy, however, ex- 
tends beyond program limitations. After 
the Sept. 11, 2001, attacks in New York, 
Western donors in Cambodia largely aban- 
doned accountability-styled rights diplo- 
macy, engaging leaders more heavily with 
realpolitik concerns of the country’s vul- 
nerable Muslim minority, trafficking and 
trade relations. A shift in focus to the Mid- 
dle East and North Korea also left Cambo- 
dia open ground for China, which had 
already been clandestinely placing itself 
throughout the developing world. 

Oil in Cambodia has raised eyebrows in 
resource-hungry China, which is already 
fashioning Cambodia into one of its energy 
suppliers with several dam projects. This 
year, China overtook all other countries in 
donor aid to Cambodia at $256.7 million, 
compared to $214 million from the Euro- 
pean Union and $112.3 million from Japan. 
China’s aid comes with no strings attached, 
as opposed to that of Western donors, who 
have often been loggerheads with Mr. Hun 


Sen over issues of human rights. 

If China aggravates a resource curse in 
its favor, not only will Western powers 
lose a foothold vis-a-vis China’s growing 
influence in the developing world, but the 
corruption and instability that will likely 
result is antithetical to most donors’ inter- 
ests. Cambodia has blossomed into a small 
but valued trading partner for the U.S., EU 
and Japan, while also becoming a known 
refuge for al-Qaeda linked operatives. 

Exercising the power of donor dollars, 
however, is no easy task. After the IMF sus- 
pended loans to Cambodia in 1996 for not 
making reforms on illegal logging, China 
continued investing lavishly in its forests. 
When Mr. Hun Sen launched a coup d’état 
against his democratically elected co- 
prime minister in 1997, the U.S. halted its 
aid to Cambodia, but China immediately 
gave the military $2.8 million and addi- 
tional equipment. Perhaps more derailing 
for Western donors than Chinese competi- 
tion is their tendency to change their de- 
mands quickly. The U.S. eventually 
reinstated its aid to Cambodia even though 
the government did not resolve most cases 
of extrajudicial executions from 1997. 

Building a long-term plan for oil reve- 
nues will require a more coordinated, big- 
ger-picture donor effort that doesn’t 
sputter out after a few years. Rather than 
nitpicking over specific programs and di- 
vergent interests, Western donors and Ja- 
pan must bring Cambodia back from the 
periphery into everyday regional politics, 
with the understanding that Southeast 
Asia has largely become a two-way race be- 
tween the West and China. Western coun- 
tries’ fading enthusiasm for the effects of 
their aid has allowed for secretive institu- 
tions like the CNPA to entrench their power 
as Chinese aid pours in. 

If those donors follow through with 
stipulations to their aid, powerful institu- 
tions like the IMF and the ADB will fall into 
place. The five biggest delegates on the 
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iMF’s 19-person executive board represent 
the interests of the U.S., Japan, Germany, 
France and the U.K., and get 38% of its vote, 
while China only gets about 4%. The ADB's 
largest shareholders are the U.S. and Japan. 
Regardless of the size and stealthiness of 
China’s contributions, donors should not 
underestimate the power of their own mon- 
ey and institutions, upon which the Cam- 
bodian government ultimately depends. 

The government did manage to conjure 
up some conversation in a three-day petro- 
leum conference in Phnom Penh in 2007. 
Among other recommendations, U.N. del- 
egates and oil administrators from Norway 
discussed the possibili- 
ty of forming a state- 
owned oil fund to 
manage revenues. But 
the advice was based 
mostly on the experi- 
ences of Norway, which 
had a high level of trans- 
parency in 1990 when it 
established its state oil 
fund, The Petroleum Fund of Norway. Un- 
less the state fund is closely linked to do- 
nors, Cambodia will not mimic that success 
given the likely ease with which officials 
will skim oil revenues. 

For the most part, the Hun Sen govern- 
ment remains defiant of criticisms over oil. 
During a February investment conference 
in Siem Reap organized by the Economist 
Intelligence Unit, Mr. Hun Sen called NGos 
“crazy” for their criticisms because the oil 
hadn’t even reached production yet. In the 
same month, the Cambodian embassy re- 
leased a cartoon depicting Global Witness 
Director Gavin Hayman as a sea lion with 
the word “Rubbish” written above him. 
According to Global Witness, the govern- 
ment decided at an October donor meeting 
not to join the Extractive Industries Trans- 
parency Initiative, an international coali- 
tion that requires full disclosure of oil, gas 
and mining revenues. Rather, it agreed 


Even in the face of 
China’s no-stipulations 
aid, Western donors 
are in a unique position 
to facilitate reform. 


only to support the principles behind the 
EITI, making the rules nonbinding. 

There remains a chance Cambodia will 
dodge the resource curse, not due to the 
actions of donors, but because Chevron 
might not renew its license agreement, 
which expired in April. Chevron had orig- 
inally hoped to start production by 2011, 
but has delayed this until at least 2013. The 
company remains tight-lipped about the 
negotiations, although observers have 
blamed the delay on uncertainties over 
newer reserve estimates, low international 
crude prices around $60 a barrel and an 
unresolved overlapping claims area with 
Thailand. Michael Mc- 
Walter, an ADB consul- 
tant who advises the 
government on oil, sug- 
gested the delays might 
be partly attributed to 
“misunderstandings” 
between the two sides 
over Cambodia’s tax 
and oil regulations as 
well as their agreement. Given the cNPa’s 
resistance to calls for transparency, contra- 
dictions between the confidential contract 
and Cambodia’s laws would come as no 
surprise. 

Concerned about a resource curse, the 
IMF has called on the government to pass 
stronger petroleum regulations. Mr. Mc- 
Walter noted that the cnpa is preparing a 
new law and model agreement, though 
once again, the government has disclosed 
little ofits activities. Even if the existing oil 
and tax regulations are amended, there are 
still doubts they will be enforced. 

But the situation is not hopeless. Even 
in the face of China’s no-stipulations aid, 
Western donors are in a unique position to 
facilitate reform with their still-sizable 
contributions. Their willingness to de- 
mand transparency and accountability 
will decide whether Cambodia’s oil bonan- 
za is a blessing or a curse. w 
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Reviewed by WILLY LAM 


HE PUBLICATION OF Zhao Zi- 
yang’s secret memoirs on the eve 

of the 20th anniversary of the 
June 4, 1989 massacre has consolidated 
the late liberal party chief’s reputation 
as the Chinese Communist Party’s most 
committed—and resolute—reformer. The 
tome, based on some 30 tapes clandes- 
tinely recorded during Zhao’s 16 years 
of house arrest, examines issues ranging 
from factors behind the Tiananmen blood- 
bath to the future of the world’s largest 
political party. Its disquieting conclusion 
is that the ccr lost a golden opportunity 
for bloodless, far-reaching liberalization 
in 1989, and that the prospects for reform 
are now dismal. 

In ccr history, Zhao, who lost power a 
few weeks before the crackdown, has re- 
mained the only senior cadre who dares 
to say no to both party dogma and to Deng 
Xiaoping, the reigning, emperor-like pa- 
triarch. In a fateful showdown in Deng’s 
home held on May 17, 1989, Zhao’s ratio- 
nal approach of seeking reconciliation 
with the students was spurned by Deng, 
as well as conservative cadres such as then 
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Premier Li Peng. Zhao refused to call in 
the People’s Liberation Army to crush the 
prodemocracy student demonstrators. He 
recalls wistfully: “I refused to accept the 
assignment to chair the meeting of cadres 
to announce martial law. I said, ‘It seems 
my mission in history has already end- 
ed.” Zhao also put up a spirited defense 
of his prodemocracy stance in a CCP Cen- 
tral Committee meeting called in late June 
to confirm his dismissal for “splitting the 
party.” 

While a couple of memoirs were pub- 
lished soon after Zhao’s death in January 
2005, Prisoner of the State has a ring of 
authenticity and a poignancy that brings 
tears to those who care about China’s 
fate. Incarcerated in a well-guarded al- 
ley in central Beijing, Zhao lifts the veil 
over the Byzantine skullduggery behind 
much of high-level ccp politics. For ex- 
ample, despite the fact that Deng had said 
much about rejuvenation and other insti- 
tutional changes within the party, there 
was no question that the country was un- 
der the yoke of Maoist-style “rule of per- 
sonality.” The firing of Zhao’s predecessor 
Hu Yaobang as party general secretary in 
January 1987 was done without the con- 
vention of a Central Committee meeting, 
as mandated by the ccp Charter. Zhao, 
who had been prime minister since 1980, 
reluctantly took over Hu’s job~—and had 
to yield economic decision-making to the 
conservative, scheming Li. 

And as Deng lapsed into paranoia and 
self-denial after student protests that were 
ignited by Hu’s death on April 15, the pa- 
triarch only listened to what he wanted to 
hear: trumped-up, conspiracy reports filed 
by Premier Li and Maoist elders such as Li 


Xiannian and Wang Zhen. Meanwhile, the 
conservatives did everything to taunt and 
provoke the students, making a confronta- 
tion all but impossible to avoid. 

Prisoner of the State is the testimo- 
ny of a lonely man who feels that his life 
work for China’s modernization has gone 
down the drain. Yet Zhao indulges in nei- 
ther self-pity nor self-glorification. He re- 
calls his run-ins with Hu—who often did 
not see eye to eye with Zhao on econom- 
ic policies—with fairness and objectivity. 
Zhao is candid about the 
fact that he went along with 
Deng’s decision to sack Hu 
in 1987—and that he said 
nary a word in defense of 
his comrade-in-arms. 

The liberal titan also 
admits that his power and ay 
standing in the party suf- 
fered a severe blow the year 
before the 1989 massacre. 
In mid-1988, Zhao was at 
least partly responsible for 
unleashing radical price re- 
forms that resulted in panic 
buying and bank runs. Not 
surprisingly, Premier Li and Vice Premier 
Yao Yilin tried to pin the blame on Zhao 
while refusing to carry out liberalization 
measures that would have cushioned some 
of the shock of price reform. 

Surveying half a century of Chinese 
history, Zhao comes to the conclusion that 
Western-style parliamentary democracy 
is the only way out. He urges his former 
colleagues to “allow other political parties 
and a free press to exist.” The old man re- 
alizes, however, that the path to political 
liberalization is strewn with near-insur- 
mountable obstacles. Recalling the rela- 
tively mild and limited steps forward that 
he had taken in the mid-1980s, Zhao notes 
that such efforts became “more difficult” 
if they impinged upon vested interests. 
“The resistance to political reform primar- 
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ily came from the leadership, at all levels 
within the Party,” he writes. “If economic 
reform can be said to have easily gained 
the support of the ‘dukes’ [regional lead- 
ers], political reform met with their reluc- 
tance and resistance.” 
Although Zhao was only allowed to see 
a score or so of old associates during his 
long incarceration, the former party chief 
must have realized that China’s “ruling 
class” had metamorphosed into a nexus of 
power blocs consisting of party factions, 
business groups and other 

_ entrenched interests. The 
slightest truncation of this 
conglomerate’s near-om- 
nipotence would translate 
into losses worth hundreds 
of billions of dollars. If it 
was at least theoretically 
possible 20 years ago for a 
dedicated core within the 
CCP to push through re- 
form, this possibility seems 
to have petered out. 

The 1989 democracy 
movement came about 
thanks to a monumental 

split in the ccp leadership. Since then, the 
party elite have learned the lesson from 
not only the massacre but also the collapse 
of communist parties in the Eastern Bloc. 
Despite perennial wrangling among the 
ccp’s disparate cliques, all senior cadres 
realized they must hang together on the 
one imperative of maintaining orthodoxy, 
sustaining ironclad control of the country, 
and, in Deng’s words, “nipping destabiliz- 
ing forces in the bud.” 

At the end of his journals, Zhao calls 
upon both cadres and ordinary citizens to 
heed the dictum of pioneering revolution- 
ary Sun Yat-sen: “Worldwide trends are 
enormous and powerful; those who follow 
them prosper, and those who resist them 
perish.” Unfortunately, few senior offi- 
cials today pay much attention to “world 


trends” or ideals of whatever stripes. Their 
sole preoccupation is staying in power— 
and seeking benefits for themselves and 
their cronies. Zhao’s demise spelled the 
end of a whole generation of ccr members 
who still cared about lofty, nonmaterialis- 
tic goals. It is fortunate, however, that we 
have these journals to remind posterity 
that such idealistic cadres once existed. 
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Reviewed by ANDREW BATSON 


HE RISE OF the developing econ- 
omies is clearly one of the great 

stories of our time. It has changed 
how we think about the balance of the 
world economy—the nexus between the 
United States and China is widely recog- 
nized as the single most important bilat- 
eral relationship in the world today. 

But there’s a less-noticed corollary to 
the growing weight of Asia, Latin Amer- 
ica, Africa and the Middle East. Links 
among emerging nations themselves are 
increasingly important and will only be- 
come more so with time. Yet since these 
exchanges of money, goods, ideas and peo- 
ple largely bypass America and Europe, 
they are in turn little noticed and poorly 
understood in the West. 

Ben Simpfendorfer’s slim, tightly writ- 
ten book is an early attempt to bring this 
part of the world to light for the Western 
reader. Drawing on his own interviews 
as well as unusual secondary sources— 
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Arabic-language newspapers and Chi- 
nese-language Internet chat rooms—he 
describes the growing personal and com- 
mercial links between China and the Arab 
world. 

The “new Silk Road” of the title is short- 
hand for this connection, which got anew 
boost in 2001, he says. That was when the 
Sept. 11 terrorist attacks made the U.S. an 
unwelcome place for most Arabs, just as 
China’s entry to the World Trade Organi- 
zation was making it more open. 

Mr. Simpfendorfer’s day job is as an 
economist in the Hong Kong office of Roy- 
al Bank of Scotland. But surprisingly little 
of his book is about conventional econom- 
ics or the oil market. “It’s not just about 
GDP growth rates,” he said at a recent talk 
in Beijing. “The flow of ideas is no longer 
between the East and West, but between 
the East itself.” 

The book is best when Mr. Simpfendor- 
fer tells individual stories, for instance of 
Arab traders in the Chinese market town 
of Yiwu, and Chinese businesspeople try- 
ing to set up shop in Damascus. (In a fasci- 
nating aside, he also explains why so many 
of those Chinese entrepreneurs are wom- 
en.) Those personal connections, he ar- 
gues, drive this burgeoning relationship as 
much as strategic considerations like Chi- 
na’s need for energy and the Arab world’s 
desire for a counterweight to the U.S. 

One of the strengths of the book is how 
it avoids easy hyperbole. Mr. Simpfendor- 
fer is convincing on the global importance 
of the closer relationship between China 
and the Arab world that has evolved in the 
last few years. But he sticks close to the 
facts, and doesn’t shy away from showing 
the limitations to this evolving relation- 
ship. 

China is indeed a huge buyer of Saudi 
Arabian oil, for instance. But the king- 
dom’s tight restrictions on foreign invest- 
ment mean that Chinese businesspeople 
do not feel particularly welcome there. 
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And there is no natural political rapport 
between “a conservative Islamic state and 
a formerly socialist but increasingly cap- 
italist Asian state,” he notes. So China’s 
thirst for energy has not yet turned into 
a broader economic and political partner- 
ship with Saudi Arabia, and Mr. Simpfen- 
dorfer says the Arab world is unlikely to 
experience inflows of Chinese capital and 
labor on the scale that Africa has seen in 
the last few years. 

He is also clear-headed in discuss- 
ing China’s intellectual influence on the 
Arab world, where the 
so-called “China mod- 
el” is now much talked 
about. This is not be- 
cause, as some schol- 
ars have fantasized, 
that China has discov- 
ered a new recipe for 
economic growth that 
other developing coun- 
tries can copy. China has done well at 
devising policies that suit its own condi- 
tions, and is pragmatic enough to change 
course when needed. But the basic ideas 
behind its reforms are hardly unique. 
“Syrian officials attending seminars in 
Beijing are receiving similar advice to 
what the World Bank and International 
Monetary Fund might have offered,” Mr. 
Simpfendorfer writes. 

Rather, the power of the “China mod- 
el” lies in the force of example: China’s 
growth record shows just how much de- 
veloping countries can actually achieve. 
No Washington-based bureaucrat could 
offer a better argument for market-open- 
ing reforms. So Mr. Simpfendorfer thinks 
China could help spur some of the more 
closed Arab economies to change. 

The original Silk Road was driven by 
China’s global monopoly on silk. Today’s 
China does not have the same economic 
leverage. “A lot has happened in four hun- 
dred years and Chinese cars are not as de- 
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sirable as Chinese silks once were,” Mr. 
Simpfendorfer says. Later on he writes, 
almost as if trying to undermine his ti- 
tle: “The Silk Road will never match its 
former glory; the world has changed too 
much.” 

Earlier this year, China surpassed the 
U.S. as the top exporter to the Arab world. 
But America has hardly vanished from the 
scene, and the strength of the U.S. econ- 
omy is not fundamentally threatened by 
China’s success in selling consumer goods 
to lower-income countries. That success 
actually creates a risk 
for China, as its rising 
exports could increase 
trade tensions and un- 
employment within the 
Arab world. Rather, the 
book’s point is simply 
that Western nations 
need to get used to op- 
erating in a very dif- 
ferent sort of world: one where both the 
Chinese and Arabic China and the Middle 
East are resurgent, and increasingly fo- 
cused on one another. 

Ultimately, he says, the growing rela- 
tionship between these two ancient civili- 
zations is “not an economic challenge, but 
a social challenge” to the West. In a long 
chapter on media, Mr. Simpfendorfer doc- 
uments how the Chinese and Arabic worlds 
are increasingly speaking to each other— 
and in their own languages, not English. 
His biggest worry is that few people in the 
U.S. have the language skills or knowledge 
to understand that conversation. It’s one 
that will be worth listening to. 





TOSEEAVIDEO INTERVIEW 
WITH BEN SIMPFENDORFER, GO TO: 
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POWER AND RESTRAINT: 

A SHARED VISION FOR THE 
U.S.-CHINA RELATIONSHIP 
Edited by Richard Rosecrance 
and Gu Guoliang 
PublicAffairs, 272 pages, $25.95 
Ne" 


Reviewed by JOHN FRANKENSTEIN 


HE IDEA BEHIND this collec- 
tion of 16 short essays on United 

States-China relations is promis- 
ing: Get prominent U.S. and Chinese in- 
ternational-relations experts to write joint 
essays about key issues in the relationship 
with the hopes that new common ground 
might be found. But edited volumes are 
problematic. It’s hard to ensure consis- 
tency of theme and timeliness. 

The list of contributors is impressive. 
The U.S. contingent is comprised of lead- 
ing academics from Harvard Universi- 
ty (Ezra Vogel, Ernest May, Joseph Nye, 
Graham Allison, just to name a few). Their 
Chinese colleagues include such promi- 
nent scholars as America-watcher Wang 
Jisi from Peking University and environ- 
mental expert Pan Jiahua of the Chinese 
Academy of Social Sciences. Lawrence 
Lau, vice chancellor of the Chinese Uni- 
versity of Hong Kong, and prominent 
Hong Kong businessman Victor Fung are 
the economics headliners. The editors 
likewise have distinguished credentials— 
Mr. Rosecrance is at Harvard University 
and University of California, Berkeley; 
Mr. Gu works on the U.S. and arms con- 
trol issues at CASS. 

With such heavy hitters involved, one 
might expect sparks. Instead, what we get 
are useful but practiced and somewhat 
conventional judgments and positions, 
none of which will surprise REVIEW read- 


ao Mr. Frankenstein teaches courses on Asia at 
the City University of New York and New York 
University. 
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ers: The U.S. and China form the most im- 
portant international relationship today; 
they must get along for world peace and 
common prosperity; they must avoid the 
dangers posed as an established power 
adjusts to the rise (some would say re- 
naissance) of anew major player (and po- 
tential competitor). Just occasionally do 
we glimpse the perceptual divisions—es- 
pecially about security relations—that 
persist. 

Underlying these judgments are shared 
views. First, that China is indeed on a ris- 
ing trajectory. Certainly it’s hard to argue 
against the commonplace that China’s 
economic momentum is such that the 
macroeconomic numbers are likely to 
climb, even in hard times. But the coun- 
try’s social stability can easily boil over— 
what else explains the regime’s strict 
media controls and fearful suppression 
of critical voices? The potential for nega- 
tive scenarios is not really dealt with by 
the authors. 

Second is that the U.S. must accommo- 
date, rather than resist, the new power, 
just as Great Britain dealt with America’s 
rise. The subtext here is that the Bush ad- 
ministration, in office when the project 
kicked off over two years ago, needed to 
pay more attention to the nuances of Sino- 
American relations and avoid the aggres- 
sive unilateralism that marked its policies. 
But there’s a new crew in Washington— 
one that, perhaps, was not on the horizon 
when this effort started—and it would ap- 
pear at this early stage that they might “do 
nuance” (as George W. Bush famously did 
not). Perhaps the real question is whether 
Hu Jintao and company can “do nuance” 
as well. 

Still, some essays stand out. The review 
of U.S.-China relations as a case study in 
changes of great power transition by Er- 
nest May and Zhou Hong (cass) neatly 
combines wide-ranging historical and in- 
ternational-relations perceptions. The es- 
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say on economic relations by Lawrence 
Lau and others is an excellent primer on 
a complex subject. Tony Saich provides a 
thoughtful essay on demographic changes 
in China, the rise of a middle class, poten- 
tial strains as the economy matures and 
the perils of nationalism. In response, Yu 
Keping (Peking University) forthrightly 
highlights the differences in political cul- 
ture and ideology between the two societ- 
ies (e.g., American “rule of law” vs. Chinese 
“rule by law”) and does not 
expect imminent develop- 
ment of “convergent po- 
litical values.” Mr. Yu sees 
opportunities for coopera- 
tion between civil-society | 
organizations, although 
a discussion of whether 
Chinese csos will be inde- |- 
pendent or simply “trans- 
mission belts” overseen by 
the Party is missing. 

No major disagreements 
so far. But Chen Zhiya (Chi- 
na Foundation for Interna- 
tional and Strategic Studies) 
provides a little more heat in his contribu- 
tion about U.S.-Chinese military relations. 
Mr. Chen repeats the line that “China uses 
force only in self-defense,” and elevates 
Chinese military mission beyond “self- 
preservation” to bearing “the weight of na- 
tional salvation in Chinese souls.” That’s 
quite a burden! 

The central issue here, of course, is the 
threat of Taiwanese “succession”—“Chi- 
na’s strategic bottom line.” As long as that 
threat exists, “the Chinese people will 
not be able to shake off the memory and 
mind-set of national salvation, and stra- 
tegic transparency will not be necessary 
or possible.” China, of course, is peaceful; 
it’s the U.S. ideology of “freedom of ac- 
tion” and its massive arms buildup driven 
by the military-industrial complex that 
threatens stability. Still, the two sides are 








not enemies and should discuss military 
cooperation. 

The response by Ashton Carter to Mr. 
Chen’s essay is calm and rational, as one 
might expect from a former assistant sec- 
retary of defense. No soul-thumping or 
blame-casting here. Mr. Carter makes two 
important points. First, that the “overall 
U.S.-China relationship is outpacing... the 
military-to-military relationship” and the 
two sides must play catch-up. Second, and 
more important, there’s the 
“mystery” of future Chi- 
nese (and we might add, 
U.S.) policies and inten- 
tions. The “bottom line” 
can change, and what must 
be passionately defended 
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away tomorrow. Prudent 
hedging, then, is not sucha 
bad idea. 

But one has to wonder 
about where on the book- 
shelf to put this collection. 
The essays could serve as 
backgrounders for an in- 
troductory class on China-U.S. relations. 
Yet there are many similar publications on 
Chinese and American relations ranging 
from the numerous and timely policy piec- 
es from Washington think tanks, such as 
the Center for Strategic and International 
Studies and the Brookings Institution, to 
detailed studies like Mike Lampton’s The 
Three Faces of Chinese Power. Perhaps the 
intention was to raise the profile of the 
study’s sponsor—the China-United States 
Exchange Foundation, a group found- 
ed last year and headed by former Hong 
Kong Chief Executive Tung Chee Hwa and 
other Hong Kong notables with Harvard 
University and Chinese People’s Political 
Consultative Conference connections. 

One must finally comment that the pub- 
lisher, PublicAffairs, does not do anybody 
a favor by confusing the given and family 
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names of one of the editors. It may seem 
to be a small thing to list the second edi- 
tor as “Guoliang” instead of “Gu” on the 
book’s spine and in the cataloging data. 
But it’s the sort of error that shows that 
among the many tasks facing U.S.-China 
relations should be placed the “rectifica- 
tion of names.” 


THE LAST EUNUCH OF CHINA: 
THE LIFE OF SUN YAOTING 
by Jia Yinghua and 
Translated by Sun Haichen 
China Intercontinental Press, 
314 pages, 92 yuan 
NO 


Reviewed by PETER NEVILLE-HADLEY 


F SUN YAOTING’S story was on of- 
fer today it would have the editors 
of British “red top” tabloids and 
American supermarket-checkout scandal 
magazines reaching for their check books 
and then adding a zero or two to any bid 
in order to ensure exclusive rights. “Pal- 
ace insider reveals royal perversions!” the 
headlines might scream, introducing a se- 
ries of lurid exposés of the late eunuch’s 
mutilation at the hands of his father, and 
his periods of service for assorted mem- 
bers of the Qing imperial family, including 
the neglected last empress Wan Rong. 
Born in 1902, Sun lived through one of 
the most tumultuous periods in Chinese 
history, from the downfall of the Great 
Qing Empire, through the establishment 
of the Republic of China, the Japanese 
occupation and civil war, to the founding 
of the People’s Republic and the series of 
nightmarish political campaigns that fol- 
lowed. So reasonably there ought to be ev- 
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ery expectation of a poignant, event-filled 
narrative and new information on key in- 
cidents in the ex-emperor’s final years at 
the Forbidden City, spiced with titillating 
through-the-keyhole views of imperial 
foibles. 

But no. Unfortunately, this book was 
published in mainland China, where writ- 
ing biography must be one of the planet’s 
least intellectually satisfying occupations. 
Any account of the period in question 
must conform both with the approved his- 
torical line and the straight-laced values 
of state censorship, thus invariably ending 
up emasculated itself. 

The prose is leaden yet plump with cli- 
ché, and the English translation ridden 
with grammatical errors, anachronisms 
and the odd malapropism. Jia Yinghua is 
vice president of the Chinese Society of Bi- 
ographers, a position not gained through 
critical thinking or deviation from the 
Party line, and the narrative is presented 
without critical analysis and apparently 
without even much in the way of simple 
fact-checking. 

In China, biography is most commonly 
undertaken to whitewash over shades of 
grey, so it comes as no surprise that Sun 
is presented as a shiningly honest member 
of a caste otherwise widely loathed for its 
corruption. This is despite having chosen 
to lose his manhood (at least according to 
Mr. Jia) in order to emulate a notorious- 
ly wealthy and powerful eunuch from a 
nearby village. 

While many admired rich eunuchs, no 
one would have assumed their gains were 
other than ill-gotten, and indeed some of 
the more entertaining parts of an other- 
wise largely lackluster narrative are those 
describing the myriad ways in which the 
eunuchs raid the imperial coffers. The 
book itself reveals that while Sun proves 
honest enough to hand over to the em- 
press ingots he carried away during the 
hasty eviction of the imperial family from 
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the Forbidden City in 1924, he wasn’t hon- 
est enough to admit to her that he knew 
who had run off with the rest. 

The story opens with tragicomedy, as 
well as the first hint that we’re not going 
to hear the whole truth. Sun’s gelding, 
which in Chinese tradition required the 
removal not only of testicles but penis too, 
is performed by his father a month after 
the 1912 abdication of the last emperor. Al- 
though their home village is just outside 
Tianjin, even then less than a day’s travel 
from the capital, it is only a month later, 
while the mutilated child is still healing, 
that the news arrives. 
The family concludes 
it has risked the boy’s 
life for nothing. 

Mr. Jia is keen to 
stress at both the be- 
ginning and the end 
of the book that his 
child hero demanded 
the operation so that 
he might become rich and avenge assort- 
ed humiliations suffered by his impov- 
erished father. But in an interview given 
to the Reuters news agency in 1985, Sun 
made clear it was his father’s decision to 
prepare one of his four sons for potential 
riches in imperial service, and he who 
chose Sun to go under the knife. Rather 
than a decisive expression of filial piety, 
the boy may simply have been the least 
valued of the Sun sons. 

The same interview correctly gives 
Mr. Sun’s age as 10 at the time, where- 
as Mr. Jia, despite correctly providing 
Sun’s date of birth and that of the abdi- 
cation, manages to assert at the end of 
the book that the castration took place 
when Sun was eight. This is not the 
book’s only inconsistency. 

Through a mixture of good fortune and 
connections, the teenage Sun eventually 
obtains a position first at the mansion of 
the emperor’s uncle, and then a succession 
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of posts within the Forbidden City itself. 
He narrowly survives the mass expulsion 
of eunuchs in 1923 (Mr. Jia sometimes 
gives this as 1921) when the emperor, out- 
raged at the eunuchg’ cunning cupidity re- 
duces their numbers from around 1,200 
to a few dozen. Only briefly banished, 
he ends up waiting on the Empress Wan 
Rong. 

Mr. Jia fails in any way to analyze the 
value or veracity of Sun’s recollections, 
or to make any distinction between the 
eunuch’s own experiences, those of oth- 
er eunuchs whose stories he passes on or 
even those that other 
eunuchs themselves 
report hearing from yet 
further eunuchs. 

Perhaps the great- 
est interest in the book 
lies not in the glimps- 
es of great men, but in 
an account of eunuch 
life after imperial ser- 
vice, when those who had not managed to 
amass funds became the largely indigent 
residents of temples their more success- 
ful predecessors had founded and funded. 
The Japanese occupation and the sensi- 
tive disasters of the Great Leap Forward 
and Cultural Revolution get little more 
than walk-on parts, although Sun nar- 
rowly escapes a beating at the hands of 
Red Guards, loses his remaining savings 
and finds himself forcibly returned to his 
home village. The villagers eventually 
ask him if he wouldn’t mind going back 
to Beijing, since there’s a shortage of food 
in the countryside. 

Sun died in 1996 shortly before his 94th 
birthday, having given extensive inter- 
views to Mr. Jia and seen the publication 
of the Chinese original of this new trans- 
lation. At the very least Mr. Jia has en- 
sured that Sun and his kind will not soon 
be forgotten. That, perhaps, would be the 
unkindest cut of all. 
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THE GOLDEN TRIANGLE: 
INSIDE SOUTHEAST ASIA’S 
DRUG TRADE 
by Ko-Lin Chin 
Cornell University Press, 
280 pages, $22.50 
CaN emanate 


Reviewed by SEBASTIAN STRANGIO 


URMA’S UNITED WA State Army 
B is seen by many Western law en- 

forcement agencies as one of the 
most powerful drug-trafficking organiza- 
tions in the world. Since signing a cease-fire 
agreement with the Burmese government 
in 1989, the 20,000-strong Uwsa has been 
granted control of Wa Special State—an iso- 
lated and mountainous region of Shan State 
in Burma’s northeast that produces the li- 
on’s share of the heroin and methamphet- 
amines in today’s Golden Triangle. 

Although Western media reports paint 
a picture of a region in the grips of local 
drug lords and “narco-armies,” what little 
is popularly known about the Wa people 
themselves doesn’t extend much beyond 
their one-time penchant for slicing off the 
heads of their enemies—that is to say, not 
a lot. Evidence of the drug trade in the Wa 
hills remains scarce, and few Western re- 
searchers have been able to gain access to 
the region. 

Mr. Chin’s nuanced account of drug 
production, trade and enforcement in the 
region, fills in some of the gaps in the re- 
cord. Between 2001 and 2006, Mr. Chin, 
a professor of criminal justice at Rutgers 
University, conducted over 400 interviews 
with people working at all levels of the 
drug trade in Wa State, from the impover- 
ished villagers who collect the opium sap 
to the government officials and Chinese 
entrepreneurs (often one and the same) 
involved in its process and export. The re- 
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sult is a multilayered portrait of the drug 
trade, and a convincing argument that 
standard law-enforcement techniques 
will be largely ineffective—even counter- 
productive—against the Golden Triangle 
drug trade. 

The defeat of drug lord Chan Chifu 
(also known as Khun Sa) by a Uwsa-Bur- 
mese army assault in 1996, Mr. Chin ob- 
serves, has merely led to the proliferation 
of new kingpins in the region, who con- 
tinue to food Thailand with millions of 
yaba—low-cost methamphetamine pills. 
Similarly, a 2005 opium ban declared by 
the Wa authorities in response to inter- 
national pressure was quickly offset by a 
spike in yaba production. Recent reports 
even indicate that the ban may be collaps- 
ing; in 2007, the United Nations Office of 
Drugs and Crime estimated Burma still 
produced around 460 metric tons of raw 
opium, much of it in Wa State. 

One reason for this, Mr. Chin argues, 
is that the distinction between the drug 
trade, politics and legitimate business 
simply doesn’t exist. Drug profits support 
everything, from villages in the remote 
highlands to the construction of roads, 
schools and other basic infrastructure. “In 
the Wa hills,” he writes, “the question of 
whether a person is a drug lord or political 
leader, a drug producer or a businessman, 
fis] irrelevant.” 

In 2005, Bao Youxiang, overall leader 
of the Wa State, and the Uwsa’s southern 
commander Wei Xuegang were both in- 
dicted by a United States Federal Court for 
heroin and methamphetamine trafficking. 
But these two “kingpins,” Mr. Chin ar- 
gues, have also helped fund roads, schools 
and other infrastructure in the Wa State. 
Caught in the aspic of poverty and repres- 
sion that is modern Burma, and largely iso- 
lated from the outside world, drug money 
has become the primary engine of state- 
building. The Wa State and its people sim- 
ply can’t do without it. 
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Another reason for the failure of tradi- 
tional drug-enforcement methods is that 
the drug trade is closely entwined with 
regional politics. Indeed, the Wa and Shan 
minorities have often functioned as proxy 
forces in the hostilities between Bangkok 
and the Burmese junta, for whom stability 
in its combustible hinterlands is a higher 
priority than drug control. As one local 
official described it, the Wa were being 
blamed for the drug problem “because 
the Thai government wanted to demonize 
the Wa after [we] refused to be their ally 
in their war against the Burmese govern- 
ment ... It’s really not 
about drugs.” 
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ence of Han Chinese in 
Shan State—especially 
in Kokang, Mengla and 
the Wa hills—also pro- 
vided an easy bridge 
into the Chinese drug 
market when it blos- 
somed after the market reforms of the 
1980s. While the ethnic Wa provide the 
“muscle” of the drug trade and foot sol- 
diers for the uwsa, the “brains” of the op- 
eration are predominantly ethnic Chinese. 
Prior to the 1990s, most of the Golden Tri- 
angle’s heroin reached the international 
market via Thailand and Hong Kong; to- 
day the supply lines trace inward, through 
Yunnan province, Guizhou province and 
Guangxi Zhuang Autonomous Region, 
and hence to Guangzhou, Hong Kong and 
the international market. 

Although Mr. Chin does not describe it 
as such, The Golden Triangle is also the sto- 
ry of the neighborhood effects of China’s 
galloping economic resurgence. With the 
opening of the “China route,” the country 
has also become a large drug market in its 
own right, and heroin use has spiked. This 
is especially the case in Kunming (the cap- 
ital of Yunnan), where cheap Golden Tri- 
angle heroin now supports a large migrant 
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addict population from across inland Chi- 
na. As of 1999, China’s National Narcotics 
Control Commission employed 17,000 spe- 
cialized antidrug officers nationwide, and 
Chinese leaders have increased their pres- 
sure on the ethnic Chinese leaders of Wa 
State to crack down on drug production— 
with mixed results. 

Mr. Chin closes the book with a call for 
a “multinational and multi-discipline” ap- 
proach to narcotics, pushing the obvious 
point that drug enforcement in Burma has 
little chance of success unless it is based 
on finding a political solution to the fes- 
tering conflicts be- 
tween Rangoon and its 
periphery. In the words 
of Chao-Tzang Yawng- 
hwe, a Shan prince 
turned Western aca- 
demic: “It is not mere- 
ly being idealistic, nor 
is it wishy-washy liber- 
alism, to say that Bur- 
ma’s drug problem and its solution require 
measures that will restore a functional re- 
lationship between state and broader so- 
ciety in Burma.” 

For those unfamiliar with modern Bur- 
mese history and politics, however, the 
book may appear confusing, and though 
the author aptly describes the situation as 
it is, there are a lot of gaps in his telling of 
how it got that way. His historical back- 
grounder on the Wa area in the second 
chapter, for instance, falls into a retelling 
of the Wa “tradition” of headhunting—a 
piece of historical arcana largely irrele- 
vant to the task at hand—while it is only in 
the second to last chapter that the reader 
learns of the Burmese government's policy 
toward drug eradication. 

But these are small quibbles, and the 
author’s sheer tenacity in laying bare 
the workings of the Burmese drug trade 
makes this book unique. While he is not 
the first observer to make the argument 
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for a more multifaceted approach to an- 
tidrug efforts, The Golden Triangle suc- 
ceeds in furnishing it with a convincing 
new body of evidence. It is Mr. Chin’s in- 
terview subjects—such as the aspiring 
drug dealer who spent months trekking 
to remote villages to collect raw opium, 
and the drug users in Tachilek and Kun- 
ming who use the end product—who give 
a familiar argument added force. 


DRAGON FIGHTER: 
ONE WOMAN’S EPIC STRUGGLE 
FOR PEACE WITH CHINA 
by Rebiya Kadeer with 
Alexandra Cavelius 
Kales Press, 426 pages, $28.95 
OO 


Reviewed by PAUL MOONEY 


S HER STORY opens, Rebiya Ka- 
deer has sunk to a low that she 

could never have imagined. Her 
rags to riches story from starving refugee 
child to the wealthiest woman in China 
and membership in the National People’s 
Congress has already ended as she sits 
on death row in one of the China’s grim- 
mest prisons. Ms. Kadeer prepares for her 
execution later that morning, telling her 
guards which dress and hat she wants to 
wear. Her request to see her children one 
last time is rejected. Led into the court by 
a phalanx of soldiers, she is shocked when 
at the end of her 15-minute trial the judge 
announces she will serve an eight-year 
prison sentence. Dazed, Ms. Kadeer is re- 
turned to her prison cell. 

Dragon Fighter is a fast-moving book 
that tells the personal life of this remark- 
able woman intertwined with the modern 
history of Xinjiang, a story of more than 
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five decades of brutal Chinese rule. This 
autobiography is extremely important 
because it is a rare first-hand account of 
how the Uighur people became second- 
class citizens in their own homeland. It 
is also one of the very few nonspecialist 
books on the current politics of a troubled 
region that today mainly attracts the in- 
terest of travelers. 

Chinese abuses in Xinjiang are very 
similar to those in Tibet, but the plight 
of this Turkic-speaking people is largely 
ignored by the world. As Uighur-Amert- 
can lawyer Nury Turkel wrote recently, 
“Uighurs are the Tibetans you haven’t 
heard about.” The Uighurs lacks a figure- 
head such as the charismatic Dalai Lama, 
who wrote a brief preface to this book. 
No prominent Hollywood celebrity or 
rock star champions their cause. Making 
matters worse, the Uighurs are Muslims, 
a group that garners little sympathy in 
the West. Ironically, even Muslim coun- 
tries remain silent about these abuses— 
which include shocking interferences in 
the practice of Islam—for fear of upsetting 
China and suffering political or economic 
repercussions. 

Ms. Kadeer starts her story with a brief 
introduction to how her people fought 
off occupier after occupier through the 
ages, explaining that mineral-rich East 
Turkistan, as many Uighurs refer to their 
home, was “always a toy for the outside 
world powers to toss around.” She de- 
scribes the peaceful lifestyle of the Ui- 
ghurs, one of the oldest Turkic peoples in 
the world, prior to occupation by the Peo- 
ple’s Liberation Army in 1949, describing 
a rich culture filled with literature, music 
and dance. ; 

Ms. Kadeer’s story highlights how the 
Chinese made it difficult for Uighurs to 
prosper, kept down by economic obsta- 
cles, corruption and a legal system that 
works against them. Having a natural 
instinct for business and an incredible 
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drive, she marches over mountains of bu- 
reaucracy and corruption to develop real 
estate and dabble in the trade of lumber, 
scrap iron and other commodities, even- 
tually becoming the seventh richest per- 
son in China. 

Her popularity and influence soon at- 
tract the attention of the Communist 
Party. Despite being quite outspoken, or 
possibly exactly because of this, the Party 
names her to the National People’s Con- 
gress in 1992, and then attempts unsuc- 
cessfully to muzzle her. 
One striking point is that 
throughout the book Ms. 
Kadeer seems painfully na- 
ive in ignoring the fact that 
her outspokenness and ac- 
tions are bound to result in 
her downfall, a point her 
own husband, a poet dissi- 
dent who spent time in jail, 
frequently reminds her of. 

Given a rare opportuni- 
ty to address delegates of 
the NPC in 1997, she stuns 
members by dropping 
her approved speech and 
switching to a secretly prepared impas- 
sioned description of the suffering of the 
Uighurs. She demands of the surprised 
delegates: “Is it our fault that the Chinese 
have occupied our land? That we live un- 
der such horrible conditions?” 

The book describes the bloody crack- 
down against a Uighur rebellion in the 
town of Gulja, Xinjiang in 1997. As a mem- 
ber of the npc, Ms. Kadeer spends three 
weeks gathering eyewitness reports of the 
killing of unarmed citizens and the rap- 
ing of women. Although her collection of 
testimony, photos and videotapes are con- 
fiscated by the police on the way to the air- 
port, she makes a report to government 
officials, which only serves to create more 
problems for her. 

Ms. Kadeer’s world comes crashing 


EATA 











www.feer.com 


down in 1999 on her way to meet an Amer- 
ican congressional delegation at a hotel 
in Urumdi. A speeding car barely missed 
her taxi, instead slamming into another 
car. Ms. Kadeer leaps out of the taxi and 
scrambles over the hood to escape, but is 
immediately grabbed by security police. 

The description of the next six years 
in prison is painful to read. Ms. Kadeer 
constantly hears the chilling screams 
of prisoners being beaten, scenes she’s 
sometimes forced to watch. She herself 
is not subjected to physi- 
cal abuse, apparently on 
orders from leaders in 
Beijing, who fear an inter- 
national backlash. How- 
ever, prison guards and 
prisoners join together to 
subject her to incredible 
psychological abuse and 
humiliation. Interroga- 
tors deprive her of sleep 
for days and, at times, she 
is put in solitary confine- 
ment. Not seeing any light 
for weeks on end, she suf- 
fers from horrific halluci- 
nations. “During this period I thought I’m 
scared of myself,” she writes. 

Facing growing international pressure, 
China releases Ms. Kadeer in 2005, and 
she soon reunites with her husband and 
the youngest of her 11 children, who are 
already living in exile in the U.S. There, 
she takes up her new role as the exile lead- 
er of the Uighur people. That is not the 
end of her troubles, however. Her two sons 
are soon arrested in China and a daugh- 
ter is put under house arrest. She herself 
continues to suffer harassment under the 
long reach of China’s security apparatus 
in the U.S. 

This autobiography shows Ms. Kadeer 
to be an exceptional person with great 
courage and charisma, if not a bit too im- 
modest at times. Her fascinating story is 


slightly marred by repeated mentions that 
she was destined to help her people. Short- 
ly after her birth, her father unexpectedly 
discovers gold while burying bloody sheets 
from her birth, in accordance with local 
Uighur custom. Her ecstatic father de- 
clares that young Rebiya is special. “From 
that moment forward, my parents saw my 
life as a gift to others: ‘You don’t belong to 
us, you belong to the people’,” she writes. 
This prophecy is repeatedly alluded to 
throughout the book. 

It is unlikely that Dragon Fighter will 
propel the woman known as the mother 
of the Uighur people to a position of in- 
ternational stature such as that enjoyed by 
Tibet’s Dalai Lama. At the very least, how- 
ever, it may focus more world attention on 
the plight of the Uighurs under Chinese 
rule, a situation that has been ignored for 
far too long. 


JAPAN’S COLD WAR: 
MEDIA, LITERATURE AND THE LAW 
by Ann Sherif 
Columbia University Press, 

304 pages, $50 
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Reviewed by MARTIN LAFLAMME 


OLLOWING ITS SURRENDER to 
the allied powers in 1945, Japan 

faced avery unsettling future. Old 
imperial certainties had been shattered, 
quite literally, by the flattening of Japan’s 
major cities and the nuclear bombings of 
Hiroshima and Nagasaki. A new legal and 
political framework, most conspicuously 
embodied in the new Constitution and its 
war-renouncing Article 9, was being thrust 
upon Japan by its American overlord. An 
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initial period characterized by restored 
political and social freedoms, was soon 
followed by a purge of citizens with left- 
ist sympathies, the rehabilitation of sec- 
tions of the right-wing establishment and, 
partly as a result, deepening uncertainty 
among the general public about the future. 
Conflict erupted on the Korean peninsula; 
hydrogen bombs were tested in the South 
Pacific; radioactive rain fell over Japan. All 
this in less than a decade. 

Japanese artists could hardly ignore 
these developments, nor could they fail 
to respond. And respond they did. Much 
of their work in the early postwar years 
vividly expressed the fears and anxiety of 
their compatriots, confined as they were 
to a bombed-out archipelago by poverty 
and travel restrictions. But as Ann Sher- 
if endeavors to show in her latest book, 
this did not mean that Japan was cultur- 
ally isolated from the rest of the world. 
Far from it. “Just as the Pacific War and 
World War II profoundly affected Japan’s 
culture, so did the Cold War.” 

To illustrate her thesis, Ms. Sherif fo- 
cuses on the contributions of a small num- 
ber of creators who were active in the 
15-year period that followed the end of 
WWII. Among other people, her cast of 
characters includes Tamiki Hara (1905- 
51), one of the first authors to successfully 
circumvent occupation censors and man- 
age to publish a description of his experi- 
ence of the atomic bombing of Hiroshima; 
Sei Ito (1905-69), a writer and cultural 
critic who found himself at the center 
of a morality trial in the early 1950s for 
his translation of D.H. Lawrence’s Lady 
Chatterley’s Lover; Fumio Kamei (1908- 
87), one of the few Japanese documentary 
filmmakers who saw his works censored 
both before and after the war; and, finally, 
Shintaro Ishihara (b. 1932), then a contro- 
versial novelist but now better known as 
the outspoken, neoconservative governor 
of Tokyo. 
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Ms. Sherif, a professor of Japanese lan- 
guage and literature at Oberlin College, 
closely examines the work and activities 
of these and a few other individuals and 
tries to show how they relate to the key 
social, cultural and ideological changes 
of the immediate postwar years. Unfortu- 
nately, her efforts are only partly success- 
ful, mostly because she seems to make the 
assumption that her readers are already 
familiar with most of the artworks she 
discusses. 

This is unlikely, since Kamei’s docu- 
mentary films, for example, are almost 
impossible to find 
these days. More ex- 
tensive biographi- 
cal details might have 
helped to alleviate this 
drawback by providing 
a richer cultural back- 
ground and a better 
understanding of the 
importance of Hara, 
Ito, Kamei and others. And surprisingly, 
for a volume in which the visual is so im- 
portant and the works of filmmakers so 
central, there is a disappointing dearth of 
illustrated material. 

Yet, in spite of these shortcomings, 
Ms. Sherif’s volume is successful in other 
ways, especially when it comes to identi- 
fying the main themes that creators ex- 
plored during this period. One of the most 
significant of these was the fear of nuclear 
annihilation. 

More than six decades after Hiroshima, 
it is easy to forget outside of Japan how 
pervasive this fear was and how deeply 
it affected cultural productions, even the 
most popular ones. While Godzilla Di- 
rector Ishiro Honda could have cast his 
monster as yet another alien landing from 
outer space or the simple creation of an 
ambitious scientist gone mad, he did not. 
Instead, he consciously chose hydrogen- 
bomb testing, then being conducted by the 
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United States in the South Pacific, as the 
means to awaken Godzilla from its long 
period of undersea slumber. 

Further anchoring the film within the 
political debates of the day, the very first 
scene of the movie, in which a fishing boat 
is exposed to what appears to be the bril- 
liant flash of a nuclear explosion, was in- 
spired by a real incident which had taken 
place in March 1954, several months be- 
fore the release of Godzilla, when a Jap- 
anese trawler, Lucky Dragon No. 5, had 
sailed too close to a test site in the Mar- 
shall Islands and had been exposed to 
nuclear fallout. To- 
day, few would be able 
to connect the film’s 
opening scene with 
this incident, but back 
in the mid-1950s, ev- 
erybody did. 

Honda was not the 
only director to strug- 
gle with the nuclear 
anxiety of his days. In I Live in Fear (1955), 
for example, Akira Kurosawa portrayed a 
man driven insane by forebodings of nu- 
clear war and the resistance of his fam- 
ily members to his plan to relocate them 
to the relative safety of South America. 
Kamei, to whom Ms. Sherif devotes a full 
chapter, also delved into this issue in his 
documentary work on the bomb and the 
Japanese peace movement. 

But not all was doom and gloom in the 
Japanese isles, and other creators, most- 
ly those of the younger generation—Ka- 
mei, Honda and Kurosawa were already 
in their mid-40s by then—strove to put 
forward, each in his own way, a new vi- 
sion for the postwar era. One of the most 
successful of these, which Ms. Sherif dis- 
cusses at length, was that embodied by the 
“sun tribes,” or taiyou-zoku in the origi- 
nal Japanese. Brash and disrespectful, 
the prototypical taiyou-zoku was a young 
brawler with a fondness for Hawaiian 


shirts. When not playing cards noncha- 
lantly or drinking, he spent most of his 
time on the beach. Equally important to 
his identity, he had nothing but contempt 
for his elders. 

The taiyou-zoku burst onto the cultural 
scene in 1955, when they were introduced 
by Mr. Ishihara in his first novel, Season of 
the Sun. An instant success, the book went 
on to win the Akutagawa prize, one of Ja- 
pan’s most coveted, and, almost overnight, 
transformed Mr. Ishihara into the bad boy 
of the literary world. Further contribut- 
ing to his fame and the popularization 
of the taiyou-zoku lifestyle was the fact 
that Season of the Sun and Mr. Ishihara’s 
subsequent books were almost instantly 
adapted to the screen. Their cocktail of 
sex, sea and sun became extremely popu- 
lar, no doubt, writes Ms. Sherif, because 
their “version of masculinity promised a 
swift escape from the malaise of Japan’s 
defeat.” 

Ms. Sherif is at her best when she situ- 
ates the work of Japanese artists within 
the social and economic currents of the 
times or when she describes how cre- 
ators benefited from trends, such as the 
booming popularity of low-priced weekly 
magazines or the spread of the powerful 
new medium of television. But those who 
have neither read the works of Hara or 
Ishihara, nor seen the films of Kamei or 
Kurosawa, may well find the narrative a 
little dry and hard to follow. 
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THE LURE OF CHINA: WRITERS FROM 
MARCO POLO TO J.G. BALLARD 
by Frances Wood 
Joint Publishing, 288 pages, HK $198 
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Reviewed by HUGO RESTALL 


T’S HARD TO think of a more suit- 
able person than Frances Wood to 
gm lead a tour through the stacks of 
books Westerners have written based on 
their experiences in China. As the cura- 
tor of the British Library’s Chinese collec- 
tions, she is familiar with both the classic 
and the obscure, and has written an ex- 
egesis of Marco Polo and history of treaty 
port life. She even contributed to the genre 
with a memoir of her own time as a stu- 
dent in Beijing, Hand Grenade Practice in 
Peking: My Part in the Cultural Revolution 
(John Murray, 2000). 

So it’s not surprising that Ms. Wood 
has succeeded in turning what in other 
hands would have been a dull catalogue 
into aromp through the centuries of Chi- 
nese-Western relations. The chapters are 
linked together not by ponderous themes, 
but by the slightest skein of details, such 
as the way different observers marveled at 
peasants using carts equipped with sails, 
or Beijingers’ hobby of attaching whistles 
to pigeons’ tails. Despite being the most 
populous country, China’s community of 
foreigners has until very recently retained 
the quality of a small town, making it pos- 
sible to draw out intriguing connections 
between the main actors. 

Naturally, her subjects often revealed 
more about themselves than they did about 
China. The country attracted successive 
generations of independent thinkers, some 
respectable and others roguish, providing 
the canvas onto which they projected their 
aspirations. This remains the case today, 
and many of the observations would hard- 
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ly look out of place on the present genera- 
tion of budding China hands’ blogs. 

The question inevitably arises what cri- 
teria one should use to winnow down the 
stacks of works for this kind of survey. In 
her introduction, Ms. Wood is wise not to 
box herself in to any particular philoso- 
phy, simply stating, “Though I have tried 
to track major themes and major groups 
of writers, it must remain something of a 
personal anthology and a personal view.” 

The story truly begins with the Jesuits, 
who were the first to make a serious study 
of the language and in- 
tegrate themselves into 
society as imperial of- 
ficials. Their strategy of 
converting the Chinese 
from the emperor down 
may have been a dismal 
failure, but they suc- 
ceeded as transmitters 
of all branches of knowl- 
edge between West and 
East. One cannot escape 
the conclusion that it 
was all downhill there- 
after, as many of China’s 
later interpreters were 
dilettantes, scoundrels 
or ideologues. The dyspeptic French dip- 
lomat Paul Claudel was on to something 
when he condemned all foreigners in Chi- 
na as “untrustworthy and dishonest.” 

That may be too sweeping a general- 
ization, but Claudel himself was a case 
in point, having an affair with the wife 
of a French businessman, Francis Vetch. 
(Strangely, Ms. Wood doesn’t mention 
that Vetch was the father of Henry, who 
became an important publisher of books 
about China in Beijing.) Future French 
Minister of Culture Andre Malraux was 
another, making his way across the Ori- 
ent looting artifacts, penning cliché-rid- 
den novels and later rewriting his own 
past to cast himself as a “people’s com- 
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missar in Canton.” The so-called archae- 
ologists were hardly better—Sven Hedin, 
Aurel Stein and Langdon Warner were 
primarily concerned with bundling pre- 
cious relics out of the country as quickly 
as possible. 

Several notable novelists disprove the 
rule, however. Somerset Maugham at least 
attempted to understand the Chinese aes- 
thetic, despite his short time in the coun- 
try. Stella Benson and Mary O’Malley 
(writing as Ann Bridge) created novels full 
of the minutiae of life that have the ring of 

truth. But ultimately their 
China was still just a foil 
for the interior lives of 
expatriates. 
To the English reader, 
the fop invasion of the 
1930s will be of particular 
interest. W.H. Auden and 
Christopher Isherwood 
undertook a fairly super- 
ficial piece of reporting 
(Ms. Wood gives them too 
much credit) on the rapac- 
ity of Japan’s armies as 
they pushed down from 
the north. Memoirs of an 
Aesthete author Harold 
Acton set up house in a beautiful court- 
yard home, collected art and antiques, and 
taught poetry. His satirical novel of expa- 
triate life Peonies and Ponies is devastating 
and affectionate at the same time. Several 
members of the Bloomsbury set also found 
China congenial, perhaps because Chinese 
intellectuals were tolerant of extramarital 
and homosexual affairs. 

The record of Western journalists in 
China is well-trodden ground (pace Paul 
French’s recently released Through the 
Looking Glass: China’s Foreign Journalists 
from Opium Wars to Mao (Hong Kong Uni- 
versity Press, 2009)), so Ms. Wood can be 
forgiven for picking a few names to focus 
on. However, it is disappointing that she 
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doesn’t even mention the heavy hitters 
from the Times, G.E. Morrison and J.O.P. 
Bland, or Time magazine’s Teddy White. 
Even more surprising is that she lavish- 
es attention on the much feted left-wing 
propagandist Agnes Smedley, while fail- 
ing to mention that she was a Soviet spy, 
as was shown definitively in Ruth Price’s 
biography, The Lives of Agnes Smedley (Ox- 
ford, 2004). The works of Ms. Smedley are 
appraised as “classics,” which is hard to 
swallow given their ideological nature 
and how poorly they have stood the test of 
time. Much more interesting would have 
been an account of a contemporary writer 
who had turned away from communism, 
the almost forgotten Freda Utley, whose 
works now appear prescient. 

Ms. Wood also missed an opportunity 
in her chapter on accounts of growing up 
in China to address the fascinating genre 
of books by Jewish refugee children in 
Shanghai. Several of these have only been 
published in the last decade, and they offer 
a unique perspective on the free port as a 
life raft when the rest of the world closed 
its doors. And almost entirely missing 
from the book are recollections of Prot- 
estant missionaries. It seems Ms. Wood 
shares Somerset Maugham’s prejudice 
in favor of the Catholics, “because they 
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stayed in China forever whilst the Protes- 
tants were always abandoning their flocks 
and going on long home leave.” Neverthe- 
less, given their numbers and impact on 
the way China was perceived in the West 
they should have been represented. 

A few minor errors occasionally creep 
in, such as the assertion that New York- 
er writer Emily Hahn left Hong Kong for 
the U.S. after World War II—in fact she 
was repatriated as part of an exchange of 
civilians in 1943. One of Harold Acton’s 
characters is studying the Three Character 
Classic, not the Three Hundred Character 
Classic (I own Acton’s copy of an 1873 Chi- 
nese-French edition, which going by his 
pencil study notes he only got one-third 
of the way through). 

On the whole, though, Ms. Wood has 
extracted captivating tit-bits that are 
bound to bring any reader with the slight- 
est interest in China much pleasure. Her 
biases—in favor of Beijing over Shanghai, 
English writers over Americans, eccen- 
trics over missionaries, and leftists over 
anticommunists—may not suit all tastes. 
And the reader will not actually learn 
much of how the Chinese themselves lived 
and thought. But Ms. Wood has opened 
a door to understanding how the world 
came to perceive China as it does. ii 
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SAVING THE SEAHORSES 
by Ron Gluckman 


AMBODIA’S SHORELINE RAPIDLY 
recedes behind waves of white 

foam as our boat roars out of Sih- 
anoukville port, bound for what have long 
been uncharted waters. Across the border 
in Thailand, the coast long ago shifted 
from Robinson Crusoe retreats to a grand 
esplanade of beach huts, banana pancakes 
and Jack Johnson music. Yet Cambodia’s 
palm-fringed beaches still look like a sepia 
photograph from half a century ago. 

Credit, if you call it that, belongs to de- 
cades of war and the world’s worst geno- 
cide. But growth and stability has swept 
these shores in recent years, bringing ad- 
venturous investors to this longtime Asian 
backwater, like Rory and Mel Hunter, an 
Australian couple guiding me to a pair of 
islands where they are building a small, 
upscale resort. 

At least, that was the plan before the 
meltdown burst Cambodia’s bubble; in 
recent years growth had been among 
the heartiest in the region, reaching 13% 
per annum. Now, it’s reeling, and inves- 
tors have fled or melted away, like Hong 
Kong’s Millennium Group, which trum- 
peted a $10 billion development on Koh 
Rung, Cambodia’s largest island. Millen- 
nium wanted to add roads, resorts, resi- 
dential estates and an airport in a scheme 
modeled on Thailand’s Phuket. The Hunt- 
ers have modest plans for Koh Ouen and 
Bong, two tiny isles near Koh Rung, cud- 
dled so close together locals call them 
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Song Saa—the Sweetheart Islands. But as 
boom became bust, Millennium closed its 
Cambodian offices leaving Koh Rung in 
the raw. Longtime Cambodian residents, 
the Hunters will stay and scale down from 
$1,000-per-night villas to a more ecologi- 
cal and affordable resort. 

“In some ways, this may be a good 
thing,” Mr. Hunter reflects on the slow- 
down. Many with a stake in Cambodia’s 
tourism growth feel much the same, that 
the boom was too sudden, threatening the 
pristine environment. As we pass a Koh 
Rung beach, stretching for miles without 
a single footprint, Mr. Hunter adds: “Now, 
we all have a chance to rethink things, and 
maybe plan better.” 

Better planning would not only help a 
tourism industry that topped two million 
visitors for the first time in 2007—an as- 
tonishing 50-fold increase in 15 years—it 
could benefit every sector. Transparen- 
cy International ranks Cambodia among 
Asia’s most corrupt countries; only Burma 
gets worse grades. It’s also among Asia’s 
poorest nations, and wealth disparity has 
widened despite the boom. Land evictions 
have become epidemic—greedy develop- 
ers partnered with corrupt officials have 
swept aside entire villages in real-estate 
scams. All of Cambodia’s islands have been 
leased to foreign investors in the last few 
years. “Country for Sale,” was the title of 
a scathing report from watchdog Global 
Witness, detailing rampant corruption 
that reached across every sector. 

The response was typically Cambo- 
dian. The report was banned, and Global 
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Witness barred from returning. “If they 
come to Cambodia, I will hit them until 
their heads are broken,” said Hun Neng, a 
provincial governor and brother of Prime 
Minister Hun Sen. 

Originally welcomed to Cambodia to 
help monitor its resources, London-based 
Global Witness has become a recurrent 
thorn in the side of the administration, de- 
tailing illegal exploitation of forests, gems 
and, invariably, people. So the latest news 
from Cambodia comes 
as a complete shock- 
er, Global Witness and 
the government agree 
on an issue. 

In May, Cambodia 
banned the export of 
sea sand. Sucked from 
the seabed by mas- 
sive dredgers, it has 
increasingly filled the cement and land- 
fill needs of expanding countries—main- 
ly Singapore. Already banned across Asia, 
dredging rips up reefs and destroys ma- 
rine environments, as detailed by Global 
Witness. “The government hasn’t exactly 
agreed with us, but this certainly draws a 
lot of attention to the problem,” says re- 
searcher Eleanor Nichol. “We welcome the 
ban and hope it is effectively enforced.” 

Hailed as arare victory by environmen- 
talists, and welcomed by the fledgling re- 
sorts and dive shops that are starting to 
attract tourists to Cambodia’s coast, the 
ban’s biggest boost comes to a small and 
largely silent local population—seahorses. 

Harvested to the brink of extinction 
around the world, seahorses have surely 
benefited from Cambodia’s decades of tur- 
moil. As tourists flocked to Thailand and 
later Vietnam, Cambodia’s lost coast was 
the scene of fierce fighting from the 1970s 
through the 1990s. Bullet and mortar holes 
are still visible in seaside villas in Kep, 
which was acharming coastal resort called 
La Perle de la Céte d’Agathe in the 1960s. 
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| ctoba seahorse stocks 
have declined by 50% or 
more in recent decades, 
despite the almost univer- 
sal appeal of the creatures. 
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Soon after, the only idyll in these parts was 
underwater, among the thick grasses filled 
with seahorses around Koh Rung. 

“We have seen groups of 50 together at 
one time,” says Paul Ferber, a British dive 
instructor who moved from Phuket to the 
more remote and rich waters around Koh 
Rung. Such sightings are exceedingly rare, 
only reported in a handful of sites around 
the world, according to the international 
group Project Seahorse. 

There are 33 known 
species of seahorses, 
which are actually fish, 
akin to tuna and salmon, 
all listed as endangered 
by international treaty 
or believed threatened. 
America is the largest 
market for seahorse 
tropical pets, but this is 
a sliver of sales. Some 20 to 24 million sea- 
horses are taken from the seas each year, 
mainly by exporters from India, Thailand, 
the Philippines and Vietnam. Practically 
all are shipped to China, and ground up for 
medicine. Chinese believe the tiny crea- 
tures help male virility. Seahorse activists 
say consumption in China is still growing 
by about 10% per year. 

Some believe global seahorse stocks 
have declined by 50% or more in recent 
decades, despite the almost universal ap- 
peal of the unique creatures. They mate for 
life, and the female impregnates the male, 
injecting eggs into his pouch, where they 
are incubated, kangaroo-style. Seahorses 
are incredibly fragile—life spans range to 
four years and few reach adulthood. Death 
results from practically any disruption to 
their environment. Mr. Ferber reports that 
they have been decimated by dredging, dy- 
namite and net fishing. Sightings are down 
to about 10 per dive, he says. 

The sand wars swept into Cambodia in 
2007, after Indonesia enacted its own ban 
on dredging due to disastrous impacts on 
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islands where fisheries were destroyed and 
sinking reported. Most of that sand was 
shipped to Singapore, which has expanded 
almost 15% in size since 1960. To serve its 
growing population, the island state plans 
to add another 100 square kilometers to its 
borders by 2030. “They don’t have much 
coast, so they have been taking ours,” a 
resident of Sihanoukville quips. 

Singapore isn’t the only recipient of 
Cambodia’s sand, prized for its coarseness 
and purity. “It’s from coral reefs,” notes 
Mr. Ferber, “so it’s high grade.” 
China has also mined and 
traded the sand. “Cambo- 
dian coast for sale,” read 
one posting on Alibaba. 
com, China’s leading 
business-to-business 
e-commerce Web site. 
Even after the ban, sell- 
ers still tout Cambodian 
sand. Under a listing for 
“700 millions [sic] cubic Se 
meters of Sea Sand from 
Cambodia” a current ` l 
vendor notes: “We are — 
looking for a serious 
buy from Singapore 
or other countries. We 
have more than 700 
millions [sic] cubic meters 
of sea sand for exploiting.” 

Global Witness estimated that the sand 
exports on the southern coast might total 
$35 million annually, based on exhaustive 
undercover investigations and a lot of ex- 
trapolation. Even to a poor country, that 
is shortsighted, as Cambodia is essentially 
selling its pristine shoreline for low-value 
landfill. 

The hope, from the main beaches of Sih- 
anoukville to the quiet cove of Kep, where a 
new sailing club recently opened at the styl- 
ish Knai Bang Chatt resort, is that the ban 
can slow growth to the peaceful pace that 
brought Europeans to this Riviera of Asia. 
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Cambodia’s coastal growth is central 
to government plans to shift tourism from 
the temples of Angkor Wat in the north to 
promote longer stays in the country. The 
old Chinese-built airstrip at Sihanoukville 
was expanded two years ago into an inter- 
national airport, but no regional carrier has 
added the route. Operators note that there 
are still too few hotels and tourist services 
in the area to make flights viable. 

Seahorses could help put the area on 
the map, and perhaps convince Cambodia 

to make protection permanent. 
Environmentalists fret that 
the ban remains tempo- 
rary and doesn’t apply to 
domestic dredging. Divers 
report that Chinese and 
Vietnamese ships con- 
tinue to operate while 
Global Witness worries 
that enforcement will 
be lax. 

Still, Mr. Hunter is 
optimistic, noting the 
>~., enthusiastic local sup- 
= port for his resort’s 
privately funded ma- 
rine preserve. When 
the resort opens next 
year, a resident marine 
biologist will be on hand 
to suggest ecological trips. “Imagine Thai- 
land from 40 years ago,” he says, “and you 
get an idea of the potential of Cambodia’s 

islands.” 

For seahorses, the odds seem long the 
world over. But one bright spot on the ho- 
rizon glimmers near Bohol, in the Phil- 
ippines, another nation known for bad 
governance. A rare luminous variety of 
seahorses are protected in the Handumon 
marine sanctuary, which draws divers and 
tourists from around the globe. It’s proof 
that with planning and the right protec- 
tion, this needn’t be the last roundup for 
seahorses. =) 
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Thaksin Saga Goes on (...and on) 


SUNISA LERTPAKAWAT’S latest book about 
former Prime Minister Thaksin Shinawa- 
tra, Thaksin: Are You OK? is sell- 
. ing like hot (fish) cakes, clocking 
up tens of thousands in sales— 
much to the chagrin of the Thai 
_ military. You see, Muad Jeab, 
| as the author is more com- 
monly known, is a lieutenant 
in the same army that ousted 
_ Mr. Thaksin in a coup in 2006. 
To say the powers that be are 
“unhappy” is understatement. They are 
now thinking up ways to punish the young 
soldier-cum-reporter. Ms. Jeab is keeping 
mum about any new book, but for sure it 
won't be called: Thaksin, Welcome Home! 





Happy as a Pig in... Kabul 


SWINE FLU HAS governments all over the 
world casting a suspicious eye over their 
porcine populations. Egypt was one of the 
first countries to announce a nationwide 
slaughter. As a mainly Muslim nation, the 
total pig population in that country is still 
a relatively modest 300,000. In certain 
other Muslim countries that number is 
considerably less, sometimes even zero. Af- 
ghanistan’s pig population, the BBC reports, 
totals one. Khanzir, who was a gift from 
China back in 2002, has been put in quaran- 
tine. Which begs the question: What were 
the cadres in Beijing thinking? Was this a 
case of regifting gone horribly wrong? 


No Facebook Fatwa 


EVEN THOUGH PEOPLE get up to some 
naughty business on Facebook, media re- 
ports that Indonesian clerics want to ban 
the social networking site are misleading, 
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CNN reports. In fact, many Islamic leaders 
have their own Facebook accounts and use 
it to keep in touch with the faithful. Not 
that banning the Web site would likely have 
much impact anyway—Indonesians are de- 
fying fatwas against two other vices: yoga 
and smoking in public. 


Busted 


A MAN IN Taiwan bought a video disc en- 
titled “Affairs With Others’ Wives,” only 
to find his own wife taking a starring role, 
we learned from the Liberty Times via Aus- 
tralia’s Courier Mail. Worse yet, Mr. Li of 
Taoyuan recognized his friend, the local 
butcher, as the other “performer” in the 
video, apparently made secretly in a motel. 
Now Mr. Li is in the dock for stabbing his 
former friend, which all goes to show that 
watching naughty movies is bad for you. 


Another Gong for Kim Jong Il 


THE UNITED NATIONS Security Council 
may be deliberating how to punish North 
Korea for its recent nuclear test, but mean- 
while another arm of the U.N. just gave 
the hermit kingdom a new honor. The day 
after the bomb blast, UNESCO designated 
Mount Myohyang as a “biosphere reserve.” 
But as a Scientific American blog noted, 
biosphere reserves are a dime a dozen in 
the people’s paradise, due to the lack of 
economic development. The real purpose 
of Mount Myohyang is yet another shrine 
to the Great and Dear Leaders, with near- 
ly 100,000 gifts from the world’s fellow 
dictators and terrorists. 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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Life and Death in Swat Valley 


by Frank Se 
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Until recently Pakistan seemed complacent sbout the rise of the Taliban, and remained 
Mainly unengaged until this month's operation to wrest Swat Valley from the militants 
Assessments range from optimistic gcenarios of a cleanup within d few months, to an 
indefinite effort against the Taliban, which is believed to have designas on controlling ail 
its Istarnist ideology. A skeptical view s that the Pakistan army may be 
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